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Municipal Accounting” 
By J. O. McKINsEy 


Municipal accounting has been defined “as a method em- 
ployed by a city for the purpose of recording its business trans- 
actions and finally codérdinating these data around problems of 
administration.”+ When thus conceived, municipal accounting is 
a subject of such vast proportions that one who is asked to dis- 
cuss it in a paper such as this must choose some specific phase 
or phases of the general subject. Considering the length of time 
which he may be expected to consume, it seems expedient to the 
present speaker to eliminate a consideration of the technique of 
accounting records and to confine this discussion to a considera- 
tion of the purposes which the accounting of a municipality may 
serve, with the object of developing a method of approach to the 
solution of municipal-accounting problems. The consideration 
of the major topic will involve: a consideration of three others 
to which it is closely related: 

The requisites for accomplishing the purposes outlined. 

The principal problems involved in securing these requisites. 

The relation of municipal accounting to municipal budget 
making. 

These three propositions will not be discussed separately, 
but will be considered with the discussion of the major topic. 


PuRPOSES OF MUNICIPAL ACCOUNTING 


The purposes of municipal accounting may be stated in vari- 
ous ways and probably no two accountants would state them in 
the same manner. It is thought that the following are sugges- 
tive: 

To provide information with reference to the current flow 
of cash. 


*An address delivered at the regional meeting of the American Institute of Ac- 
countants, St. Louis, Missouri, November i0, 1922. 
¢Frederick A. Cleveland. 
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To provide information which can be used in planning and 
controlling revenues and expenditures. 

To provide information which can be used in judging 
efficiency of employes. 

To provide information which will show profit and loss on 
those activities which are subject to profit-and-loss test. 

To provide information by means of reports which can be 
used for the guidance of executives and the enlightenment of 
the public. 


Information with Reference to Cash 


The early records of municipalities were designed primarily 
to give information with reference to cash receipts and disburse- 
ments. In many cases the only record kept was a cashbook. In 
small towns this situation still exists in many cases. The officers 
of many of these will contend that they perform only cash trans- 
actions and therefore need information only with reference to 
cash. In a meeting of accountants it is unnecessary to explain 
the inadequacy of records of cash receipts and disbursements as 
a basis of administrative control, for the accountant has been the 
most potent agency in teaching both the business and govern- 
mental executive the need for information with reference to in- 
come and expense as distinguished from information with refer- 
ence to cash receipts and disbursements. 

It is not intended to depreciate the necessity of a city having 
information with reference to cash. But it is desired to empha- 
size that to know the amount of the cash receipts, the amount of 
the cash disbursements and the resulting balance is not sufficient. 
Neither is it sufficient to provide that all cash receipts are prop- 
erly accounted for and that all disbursements are authorized by 
the proper officials. It is equally important to provide (a) that 
authority shall be granted for the expenditure of funds for neces- 
sary services and supplies only; (b) that these services and sup- 
plies shall be purchased at the lowest price consistent with the 
procurement of a satisfactory product; and (c) that the services 
and supplies shall be used efficiently after they are procured. 

To attain these ends something more than a record of cash 
transactions is required. In fact, it requires a development in 
organization and accounting control which few of our cities have. 
The following discussion will point out what some of these es- 
sentials are. 
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Information for Planning and Controlling Revenues and 
Expenditures 


Effective administration of municipal finances requires a 
close codrdination of revenues and expenditures. It is unde- 
sirable to secure revenues greater than are needed to carry on 
the operations which the city desires to perform for the welfare of 
its citizens. It is equally undesirable for the city to attempt to 
perform operations which are beyond its revenue possibilities. Of 
course, by means of borrowings present costs may be paid from 
future revenues, but the loans which can and should be made 
are dependent on present and future revenue possibilities. The 
coordination of municipal revenues and expenditures, like the 
coordination of business revenues and expenditures, requires 
careful planning. Without such planning, their coordination is 
a matter of accident. When this planning is done in a system- 
atic way it results in budget making. The municipal budget is a 
statement of the estimated revenues and estimated expenditures 
of a city for a certain period of time set forth in such form and 
supported by such collateral data as to show its financial needs 
and revenue possibilities. It is a primary essential for effective 
control of revenues and expenditures. 

To show the need for a municipal budget is an easy task, 
but to secure the installation of an effective budget is more diff- 
cult. Such a budget presupposes three things: 


(1) A definite and accountable organization for the ad- 
ministration of municipal affairs. 

(2) <A system of accounts so maintained that they will 
serve as a basis for holding the organization accountable. 

(3) <A budget prepared in such form that it will represent 
a system of future accounts in terms of organization responsi- 
bility. 

Other requirements may be stated, but it is thought that 
these can be provided if the foregoing essentials are obtainable. 

The chief difficulty which the practitioner encounters in the 
installation of budget control for any governmental body, is the 
lack of a definite and accountable organization. Most govern- 
mental bodies are constantly increasing their activities and, as 
these activities increase, new agencies are created for carrying 
them on. Each new agency is usually established with little con- 
sideration of its relation to existing agencies. In most cases 
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these agencies are placed under the supervision of the chief 
executive only, and in many cases their authority is so strictly 
established by law that his supervision is largely nominal. Under 
such conditions, it is not long before these independent agencies 
become so numerous that the chief executive cannot exercise 
effective control over them, and the one possibility for a correla- 
tion of their activities becomes ineffective. This situation is well 
illustrated in state governments. In 1917 when a reorganization 
of the administrative activities of Illinois was undertaken, it was 
found that more than one hundred separate agencies were report- 
ing to the governor. The impossibility of any governor’s super- 
vising and correlating the work of that many administrative 
agencies is apparent. In most states, except the three or four 
where a reorganization has taken place recently, a similar situa- 
tion exists. The situation of the national government, where 
there are not only numerous commissions and bureaus report- 
ing to the president, but also an entirely unsystematic assignment 
of duties to the various administrative agencies, is familiar to all. 

Conditions similar to those which exist in state governments 
and the national government exist in many cities. There are 
numerous agencies reporting to the mayor and the activities per- 
formed by these various agencies is a matter of accident rather 
than of any well-formulated administrative plan. It is the opinion 
of the speaker that it is idle to talk of budget control or of ac- 
counting control until there is an organization through which this 
control can be exercised. Neither budgets nor accounting sys- 
tems will operate themselves. They merely provide the means 
for administrative control. They are facilitating devices. 

With reference to organization, it is necessary to remember 
that in a municipality as well as in a business enterprise the or- 
ganization must provide for the performance of three functions: 
(a) the policy-making function, (b) the executive function and 
(c) the staff function. The policy-making function can be per- 
formed by the legislative branch of the government. This branch 
ought to restrict itself to policy formation which it expresses by 
means of legislative enactments. It should not attempt to meddle 
with executive tasks. The executive function should be vested 
in the mayor. The mayor should delegate his authority to only 
a few men. He should have reporting to him a small group of 
from five to ten who are the heads of administrative departments. 
All the administrative functions of the city should be classified 
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so that they will fall into one of these departments. When new 
laws create new activities, their performance should be delegated 
to one of the functional departments instead of to a newly- 
created commission or bureau. The head of each of the major 
functional departments should organize the activities of his de- 
partment into functional groups and place a responsible head in 
charge of each group. The head of each group should be ap- 
pointed, promoted and dismissed by the head of the department. 
Under no conditions should he be answerable to the mayor as 
many of the bureau chiefs are answerable to the president in our 
national government. Only by this means can definite line au- 
thority and definite executive responsibility be fixed. 

But if the line executives are to perform their tasks properly 
and if they are to be held accountable for their actions, there must 
be secured information from sources independent of the line of 
authority. This is the function of the staff. Few municipalities 
have any staff organization, and this is a primary reason why 
few cities have effective budget or accounting control. It is not 
to be expected that line executives will develop and supply the 
information needed as a basis for holding themselves accountable. 
By a staff is meant a group of skilled men so placed within the 
organization that they can report to the line of authority and to 
the chief executive all the information that is necessary in execu- 
tive accountability. This does not refer merely to an independent 
comptroller although such an officer is of primary importance 
from our viewpoint, but it also refers to independent specialists 
in each major field of administrative activities. 

Granted an organization that can be held accountable, the 
next consideration is a system of accounting that. will hold the 
organization accountable. As an accountant, I am interested in 
accounting, but I am interested in it only in so far as it enables 
executives to control. I am not interested in accounts that are 
regarded as an end in themselves. Special emphasis is placed 
upon this for the accounting systems of many municipalities have 
little relation to their organization. I regret to say that some 
of these have been designed by accountants. It is important to 
see that an organization chart should be the starting point in the 
designing of an accounting system for a municipality as well as 
for a business organization. 

An accounting system is a prerequisite to the preparation and 
enforcement of a municipal budget. A satisfactory budget can- 
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not be based on the imagination of municipal executives. It 
must be based on experience as reflected in the accounting records, 
modified by future needs and possibilities. After the budget is 
prepared it must be enforced and a system of accounts is neces- 
sary for such enforcement. It is idle to allot a certain amount of 
funds to a department if no record is kept of its expenditures so 
that they will be restricted to the allotment. In designing the 
accounting system it is necessary to keep in mind that it should 
harmonize with the form of the budget and vice versa. 

This leads us naturally to our third requirement that a bud- 
get should represent a system of future accounts stated in terms 
of organization responsibility. The meaning of this requirement 
can be well illustrated by the classification of expenditures for 
budget purposes. Budget data on expenditures are usually classi- 
fied in one of the following ways: (1) by functions, (2) by or- 
ganization units, (3) by objects, (4) by character and (5) by 
funds. In the past, the first and third classifications have been 
employed most frequently. It is obvious that, if accounting is 
to be used as basis for exercising executive accountability and the 
accounts and the budget are to be correlated, the basic classifica- 
tion of budget data on expenditures should be by organization 
units. A subclassification by objects can then be made. Such a 
classification provides data for intelligently judging the proposed 
budget and for enforcing it after it is adopted. We again see 
the inseparable relation between organization, accounting and 
budget-making and how an accounting system designed in terms 
of municipal organization is an effective instrument for adminis- 
trative control of revenues and expenditures. 


Information for Judging Efficiency of Employes 

It is difficult to obtain information which can be used as a 
basis for judging the efficiency of the employes of a city. This 
difficulty is due primarily to the fact that there is an absence of 
the profit-and-loss test in municipal affairs. In private industry 
this test is a constant check on the efficency of the members of 
an organization and our accounting systems for private industry 
are constructed on the assumption that profit is the controlling 
motive of activities. Since the operations of a municipality are 
not conducted for profit, the same type of accounting records 
which we use for private industry are not well adapted to serve 
86 






ae). aia, 




















Municipal Accounting 








as a basis for judging efficiency and enforcing administrative 
responsibility. 

The most significant test of the efficiency of the operations 
of a municipality is the value of the public service rendered in 
terms of dollars spent. An increase in disbursements is not it- 
self an indication of lack of efficiency or lack of economy. Every 
new function assumed by the city either involuntarily or by legis- 
lative enactment carries with it an increase in disbursements 
covering the cost of this function. For instance, an increase in 
the activities of the department of public health will lead to an 
increase in the disbursements, but the service resulting there- 
from through the decrease in ill health and deaths may more 
than compensate for the cost. The employment of a staff to 
assist the line executives would increase disbursements, but it 
would in many cases lead to real economy. An increase in dis- 
bursements, comparatively, may indicate only that there has been 
an increase in the effectiveness of the discharge of public duties. 
On the other hand, a decrease in disbursements, comparatively, 
may not represent economy or efficiency in any sense. Disburse- 
ments may be decreased to the positive detriment of public service. 

All this is axiomatic, but it is worth while in considering ac- 
counting as an instrument of municipal administration that we 
realize its limitations as well as its possibilities. Accounting data 
can usually not be used as a final test of economy or efficiency, 
but merely as a means of roughly indicating the tendencies in 
municipal administration. The service resulting from municipal 
activities is usually not reflected in the accounting records. Sup- 
plementary data in statistical form must be obtained to use as a 
check on the results shown by the accounts. As previously 
stated, the most significant test of the efficiency of municipal 
operations is the value of the public service rendered in terms of 
dollars spent. Determining the value of service rendered is 
usually a statistical rather than an accounting problem. 

Although municipal accounting cannot and should not pre- 
sent the results of municipal activities in terms of profit and loss 
it can and should show as a minimum the following: 


(1) Accountability of city officers as to: 
(a) Honesty in collection of revenues. 
(b) Collection of revenues in conformity to law. 
(c) Efficiency of plans for raising city revenue. 
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(2) Accountability of city officers in reference to: 

(a) Honesty of expenditures. 

(b) Expenditures in conformity to law. 

(c) Efficiency in expenditures (by activity costs judged 
in terms of service rendered). 
(3) Accountability of city officers as to: 

(a) Care and custody of assets. 

(b) Proper use of assets. 

(c) Proper maintenance of assets. 


(4) Accountability of city officers as to liabilities. 


(5) Accountability of city officers for the funds available 
for each activity. 


(6) Efficiency of administrative procedures. 


It is obviously beyond the scope of this discussion to con- 
sider how municipal accounting can be used to show each one of 
these. I have stated these merely as a challenge of what the 
possibilities of municipal accounting are in the placing of re- 
sponsibility and the judging of efficiency. There are two or three 
of the foregoing, however, to which I wish to refer briefly. 

As previously explained, one of the most difficult and yet 
the most important of the foregoing possibilities is the showing 
of the efficiency of expenditures. If the accounting system pro- 
vides for a departmental classification of expenditures and a 
classification within the department by objects, it is then possible 
to obtain expenditures by activities. For instance, it will be possi- 
ble to obtain the expenditures of the department of public health 
and welfare in maintaining the home for incurables and from 
the data provided by the records of this institution per capita 
costs can be obtained. These costs can be compared period by 
period. The limitations of such costs as an index of efficiency 
are apparent, but they serve a useful purpose in showing trends 
and as tentative standards by which to judge activities. Similar 
“activity costs” can be obtained with reference to the various 
classes of activities carried on by the city. 

It will be noted that the foregoing outline proposes to held 
the city officers responsible for the care and use of city property. 
This phase of city administration has been sadly neglected. After 
property is purchased, it is lost to sight and no responsibility is 
placed for its care and use. The accounting records should place 
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definite responsibility for the use of all supplies and readily con- 
sumable property and should provide comparative data to show 
consumption by different units of the organization. Centralized 
purchasing and stores-keeping are necessary corollaries to the 
exercise of such control. With reference to the more permanent 
forms of property, comparative data should be available to show 
the results obtained from their use during different periods and 
the cost of maintenance for different periods. A plant ledger 
should be maintained which would provide detailed data with 
reference to such equipment and the equipment employed by each 
department. The expenditures for both supplies and fixed prop- 
erty should be under the limitations of budget control. The 
nature and value of the property owned should be shown by the 
municipal balance-sheet. 

The liabilities of a city should be recorded as faithfully as 
are the liabilities of a private concern. It is rather amazing to 
learn within recent months that a certain large city did not know 
the amount of its liabilities. The officers of the city disagreed 
by several hundred thousand dollars as to the amount of the city’s 
indebtedness. Such a condition is, of course, inexcusable. The 
municipal balance-sheet should show clearly to all the amount 
and nature of the liabilities. 

The city like the private firm must formulate administra- 
tive procedures for carrying on its activities. The desirability 
of these procedures depends on the results obtained from their 
use. The accounting system should be so designed that it will 
harmonize with the procedures adopted and that it will show the 
weaknesses of those which are ineffective. 


Information to Show Profit and Loss on Certain Activities 


Many cities carry on activities which result in the sale of a 
product or service to their citizens. It is usually the intention of 
the city to provide such services at cost. Some political scientists 
contend that a city should make a profit on such activities and use 
this profit as a means of providing other desirable services to the 
city. Whatever the policy of the city may be, it is necessary that 
accounts be maintained which will show the results of the opera- 
tions of these activities. For this purpose a system of cost ac- 
counts operated primarily in the same manner as those of a 
private concern is necessary. In the main no peculiar problems 
arise unless it be with reference to the proper overhead charge- 
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able to these activities because of the supervision provided by city 
officers, and this is not an acute problem. 


Municipal Reports 


Since the records of municipalities until recent years dealt 
only with cash transactions, reports prepared from those records 
showed only cash receipts and disbursements. The development 
of reports which can be used in municipal administration is quite 
recent. Even the municipal balance-sheet is of recent origin. 
As late as 1906 we find a speaker addressing the second confer- 
ence on uniform municipal accounting, asserting the following: 

“A city as such has neither capital nor revenue.” 

“The municipal corporation when considered as a separate 
entity and apart from the private estates within its territory is a 
penniless nonentity. 

“Any attempt, therefore, to recognize in the general state- 
ment of a city the value of common properties, is seeking to ex- 
press a condition which does not exist and forces a construction 
that is fictitious, meaningless and withal misleading.” 

Today the municipal balance-sheet is one of the two or three 
most significant reports prepared with reference to municipal 
affairs. It can be used as the basis for answering many funda- 
mental questions with reference to municipal finance and ad- 
ministration. A statement of the most important of these ques- 
tions will serve to show the way in which municipal reports may 
be used and will also show the relation of accounting to the 
solution of administrative problems. 

These questions may be divided into two main groups: 

(1) Those which relate to resources and liabilities having 
to do with the financing of current expense of the corporation. 

(2) Those which relate to the acquisition of permanent 
properties and equipment necessary to carry on city functions 
with economy and efficiency. 

The following are suggestive of the questions which fall 
within the first group: 

What are the due and demand liabilities? 

What is the amount of cash available to meet such obliga- 
tions? 

What are the obligations incurred by hypothecation of rev- 
enue to provide cash with which to meet demand liabilities ? 
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What other liabilities have been incurred to obtain cash to 
meet current needs? 

What is the amount of collectible revenues and other ac- 
counts receivable which have not been hypothecated? 

What is the amount of the surplus 

Of collectible revenue and other accounts receivable 
hypothecated over current liabilities secured thereby? 
Of cash overdue and demand liabilities or vice versa? 
Of collectible revenue and other accounts receivable not 
hypothecated over current liabilities not secured? 
Balance of resources applicable to the payment of 
liabilities which may be appropriated for future ex- 
penses ? 

What is the amount of the inventories of goods on hand? 

What is the balance unexpended of appropriations made for 
future expenses and for the future purchase of supplies, etc. ? 

What are the present encumbrances and contract liabilities 
incurred against such appropriation balance unexpended ? 

What are the unencumbered balances of appropriations 
available for the expense period not yet elapsed? 

The following are suggestive of the questions which fall 
within the second group: 

What amount of indebtedness incurred for municipal capi- 
tal and equipment is still outstanding? 

What are the contracts for payment of these obligations? 

What are the balances unexpended of funds obtained for 
construction or investment purposes ? 

What has been the cost of properties and equipment pro- 
vided for purely governmental functions? What depreciation 
has accrued on these? 

What amount of the properties and equipment for govern- 
mental purposes has been obtained with funds received by borrow- 
ing? What amount is represented by appropriations from 
supplies ? 

What has been the cost of properties and equipment for 
educational, recreational and similar purposes? Have they been 
maintained, and from what source were funds obtained for their 
procurement ? 

What classes of municipal enterprises are owned? What is 
their cost? Have they been properly maintained? From what 
source were funds obtained for their procurement? 
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What investment has the city made in stocks, bonds, real 
estate or other properties and rights not included in the other 
classes of accounts enumerated? How were these investments 


obtained? How have they been administered? 

The balance-sheet should be designed with these questions 
in mind. In designing other reports for the use of municipal 
officers and the public a similar procedure should be followed. 
The questions which the report is expected to answer should first 
be determined and the report then designed accordingly. To 
discuss the nature of these various reports is obviously beyond 
the possibilities of this paper. 


PROBLEMS INVOLVED IN SECURING EFFECTIVE 
ACCOUNTING CONTROL 


There are three principal problems which are encountered 
in seeking effective municipal accounting control : 


1. There is usually a lack of an effective organization for 
carrying on administrative affairs. As previously explained an 
accountable organization is the first step in securing accounting 
control. Four of the states have brought about an organization 
of their administrative machinery along functional lines during 
the last five years. Several of the states and the national govern- 
ment are carrying on investigations at the present time. No 
doubt the movement will spread to cities in the not-distant future. 


2. There is usually a lack of centralized accounting control. 
Very often each separate agency and bureau keeps its own rec- 
ords. For instance,* in a comparatively small town it is possible 
to find the following: 

Council, records kept by city auditor. 

School board, records kept by board secretary. 

Board of industrial education, records kept by board secre- 
tary. 

Library board, records kept by librarian, as secretary. 

Board of public works, records kept by city auditor. 

Board of water commissions, records kept by board secretary. 

In a large city this condition may be greatly aggravated be- 
cause of the numerous semi-independent agencies of administra- 
tion. It is evident that with a decentralization of records it is 
impossible to have effective accounting control. There is needed 
in each city a comptroller who will have duties comparable to 


*Dohr, Municipal Accounting. 
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those of a comptroller in an industrial concern. Not only should 
he be responsible for accounting procedures, but he should also 
be responsible for the formulation of operating procedures for 
use throughout all the departments of the city. 


3. There is usually a lack of trained employes to perform 
the accounting work of a city. If employes are obtained out- 
side the civil service their appointment is apt to be influenced by 
politics. If they are engaged by means of civil service the salaries 
paid are apt to be such that inefficient assistants will be obtained. 
The centralization of the accounting control in the hands of the 
comptroller will tend to avoid this condition and will at least make 
possible efficient service in the designing and supervision of 
records. 


SUMMARY AND CONCLUSIONS 


It has been the purpose of the foregoing discussion to em- 
phasize the following: 

That the purpose of municipal accounting is to serve as an 
instrument of municipal administration in the solution of cer- 
tain municipal problems which have been discussed. 

That effective municipal administration is dependent on 
effective municipal organization and that if accounting is to serve 
as an aid in administration it must be designed in terms of or- 
ganization; that the starting point of a municipal-accounting 
system is an organization chart of the municipality. 

That the municipal budget is necessary for effective munici- 
pal administration and that an effective budget is dependent on 
an effective accounting system; that there should be a close cor- 
relation of organization, accounting and the budget to the end 
that the budget shall serve as a statement of future accounts in 
terms of organization responsibility. 

That the use of accounting in judging efficiency of munici- 
pal operations or municipal employes is dependent on a correla- 
tion of accounting and statistical data; that the accounting records 
alone do not usually provide a standard for this purpose because 
of the absence of the profit-and-loss test in municipal operations. 

That effective municipal administration as well as public 
policy requires the preparation and use of comprehensive reports 
covering municipal operations, and that these reports should be 
designed previous to the designing of the accounting system so 
that the latter may be constructed in the light of the demands of 
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the former: that municipal reports should be designed as an an- 
swer to the questions which result from the administration of 
operations which they cover. 

That to accomplish the foregoing it is necessary to have a 
centralization of accounting, statistical and operating procedures 
of the city in the hands of one executive usually termed the 
comptroller. 

In closing it may be suggested that municipal accounting, if 
considered in the broad way which has been assumed in this paper, 
offers a very interesting and lucrative field for the public ac- 
countant. But, if he is to cultivate this field for the greatest bene- 
fit to himself and to the municipalities which he serves, he must 
approach the problem from the viewpoint of municipal adminis- 
tration rather than from the viewpoint of municipal bookkeeping. 
To emphasize this truth is the primary object of this paper. 




















Stock-exchange Questionnaire and 


Related Financial Statements 
By H. M. SMITH 


In view of continued developments in the stock-brokerage 
business, involving particularly the many recent failures, and, as 
a result thereof, a demand for state supervision and control, it 
appears that the action of the New York stock exchange in fur- 
ther extending its authority over its member firms by requiring 
them to submit periodically certain financial data was decidedly 
timely. 

It is possible, however, that such action may not satisfy the 
public officers, who are urging supervision similar to that now 
exercised over banking institutions. Granting that the attitude 
of such public officers is inspired by a desire to protect the funds 
which the public entrusts to brokerage concerns for investment 
or speculation, it may be said that the proposed measures of super- 
vision, licensing, etc., will be futile until the public learns to 
protect itself by realizing it should not hand its money to a so- 
called broker, even should he be licensed, without first being satis- 
fied as to such broker’s responsibility. 

In any event, disregarding the debatable question of addi- 
tional supervision, it is the intention to outline herein a detailed 
procedure that may be employed to compile the data in the form 
required by the exchange; also to outline a course that may be 
pursued to restate such data in the more complete form of finan- 
cial statements. 

It appears probable, however, that many vexatious points will 
be encountered when an attempt is made to answer a question- 
naire to the satisfaction of the principals of a stock-exchange 
house, thus producing conditions which sooner or later should 
result in a demand by such executives for improved accounting 
methods and procedure. The accounting systems, generally 
speaking, employed by the average stock-broker, being somewhat 
unprogressive when compared with those of other forms of busi- 
ness, are not well adapted to answer quickly the questions asked 
by the questionnaire and considerable time will be consumed in 
preparing the data required. 

Regarding the form adopted by the exchange for sub- 
mission of financial data by its member firms, it may be said that 
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it is at present somewhat incomplete and unsatisfactory. As a 
questionnaire, it provides only for the accounts of such houses 
as transact a straight, stock-exchange business, making no pro- 
vision whatever for foreign exchange and only partly providing 
for cotton, grain, produce, etc. Many queries now present them- 
selves when an attempt is made to. utilize the questionnaire to 
state the accounts of a large house transacting a diversified busi- 
ness, but it is reasonable to assume that as the questionnaires are 
more used, the larger houses will disclose the restrictions of the 
present forms, and an improved and comprehensive procedure 
will be devised which will permit of a clear statement of the finan- 
cial status of a diversified business. 

The present questionnaire does not require a summarization 
of the data required, nor does it indicate that the amounts and 
securities involved should balance in totals. Therefore, it is 
obvious that it will be necessary for such data to be restated, 
under the direction of the accountant of the exchange, probably 
in the form of a so-called liquidated balance-sheet, in order to 
enable the proper authorities to pass judgment upon the financial 
status of each firm. 

Avoiding, however, the question of the adequacy of the 
questionnaire, or how the data as presented thereon may be re- 
stated by the exchange, it is now intended to view the entire 
matter from the standpoint of a practising accountant, who has 
accepted in engagement to compile the data necessary for a ques- 
tionnaire, with the understanding that financial statements are 
also to be prepared in the liquidated form generally employed 
in accounting of this kind. 

Therefore, assuming that the engagement relates to a typi- 
cal stock-exchange house, conducting a stock, cotton and grain 
business, it is intended to prepare statements that will reflect its 
financial status on the theoretical basis that all securities and 
options, either long or short, carried for customers or by such a 
firm for its own or partners’ account have been purchased or sold 
at the closing market prices of an accepted date. 

There are two distinct features to consider: the trial balance 
and the securities and options. The first must be in agreemert 
as to amounts, whereas the second must be in balance as to quan- 
tities. The accountant should satisfy himself that such is the case 
before proceeding to price the securities and options. 
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All accounts appearing on the trial balance should be 
stated to conform to the balance-sheet, exhibit “A”, allowing for 
such specific accounts as may be found in certain engagements of 
the kind. 

The necessary exhibits and schedules, having been prepared 
in advance, with headings outlined in skeleton form, the details 
applicable to each, when the trial balance is in order, can then be 
entered as to amounts and securities or options from the ledger 
or from the subsidiary records. Some ledger accounts will reflect 
all the details, whereas others will show simply the amounts— 
the securities, etc., being recorded elsewhere in subsidiary records. 
If the ledger amounts and securities are correctly entered on the 
working papers, there should be no difficulty later in balancing 
the results. 

It is at this point, prior to pricing the securities and options, 
that the accountant should satisfy himself that quantities are in 
agreement. 

The position of all the securities, when balanced and sum- 
marized from the securities records or position books, should be 
as follows: 


Long Short 
Customers Customers 
Wires Wires 
Borrowed Loaned 


Failed to deliver 


Failed to receive 





Money borrowed 
Box 

Transfer 

Partners individually 


Partners’ capital 
Partners individually 


Fir m investments and Firm investments and trading 
trading 
Firm underwritings and Firm underwritings and syn- 
syndicates dicates 
Total Total 


Granting that the long and short sides of each kind of securi- 
ties carried are in balance, it is then necessary to price all such 
securities at their market values, using for the purpose a schedule 
of all securities, alphabetically arranged. The use of a schedule 
of this kind should prevent discrepancies arising from the use of 
more than one price for securities of one kind. Closing bid 
prices should be used, avoiding for practical purposes all fractions. 

In order to price the securities it is suggested that each 
schedule be taken in sequence and the securities appearing on all 
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such schedules be priced by one group of assistants using only the 
alphabetical list of prices. Then as soon as each schedule has 
been entirely priced, the extensions should be made by other 
assistants. The extended amounts should be summarized in 
accordance with the above classification to ascertain if the total 
market values of the long and short securities are in agreement. 
Discrepancies if they appear may have arisen because: 

1. Securities of one kind were not in balance as to quantities. 


2. Securities of one kind were priced at different market 
values. 

3. Errors were made in extensions or footings of market 
values. 

Assuming, however, that the aforesaid services have been 
properly performed, the trial balance as one group, is then spread 
over the working papers and balanced, while the securities, as 
another group, are balanced. Then it is necessary to apply the 
securities in specific accounts against the ledger balances in the 
same accounts, to determine the net debit or net credit balances. 
In other words, after the securities have been absorbed by theo- 
retical purchase or sale and the trial balance amounts have been 
adjusted accordingly, the resulting figures are intended to indi- 
cate the amounts due to or due by the firm. Certain accounts 
carrying either debit or credit balance, without securities, will 
not be affected by the adjustments as provided, and accounts of 
this kind should appear in the final results without change. 

It is very important to be certain that no securities held in 
safe keeping, nor those fully paid for by customers, have been 
valued or affected by the liquidation of the other securities. 

The procedure necessary for the liquidation of the cotton or 
grain options need not be detailed, as it is similar in principle to 
that provided for the securities. 

The following discussion deals with the items in the order 
required by the questionnaire but in the form of a liquidated 
balance-sheet : 

I. Tota, BANK BALANCES 


The questionnaire employs the caption “total bank balances” 
(which is somewhat restricted when all cash items are considered ) 
and specifies that contributions and deposits made for special 
purposes shall be included thereunder. Ordinarily, items of the 
latter kind because of their nature, cannot be considered avail- 
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able as cash; consequently, certain of them should be grouped 
under a different heading. Conforming however, to the question- 
naire, the following items should be grouped under this heading, 
indicating the names of the bauks or other essential details. 


Cash 
Imprest or petty- 
cash fund ...... Disvnsodas 
peta we ekine git ne 


Contributions—Clearing 
corporations 


ee 
Cotton exchange ..__......... 
Pe. nvseccacs  endeeeiews 


Deposits—Margins 


Cash receipts on hand, not deposited, should also be included. 
If cheques have been drawn and deducted from the bank balance, 
without having been issued, because perhaps of failure to receive 
the securities, such cheques should be canceled and added to the 
bank balance, and a blotter or journal entry record made of the 
liability. As a rule, however, items of the kind do not require the 
accountant’s attention as the usual procedure in most houses pro- 
vides for their being properly recorded. 

The amounts applicable to this group should be obtained 
from the trial balance, without requiring adjustments of any 
kind. The total amount, therefore, should be entered on the 
questionnaire as well as on the balance-sheet. 


II. Totat Money BorRoOWED AND TOTAL VALUE OF COLLATERAL 


In addition to the foregoing, the questionnaire requires that 
the following shall be reported under the heading “total money 
borrowed and total value of collateral” : 


Stocks : 
Borrowed 
Loaned 
Failed to deliver 
Failed to receive 
Schedule “A-1,” relating to money borrowed, has been pre- 
pared for working purposes ; the names, dates and amounts should 
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be recorded thereon at the time of extending the details of the 
trial balance. It is necessary to see that such details are in agree- 
ment with the loan sheets, to obtain from the latter the collateral 
applicable to each loan; and to be certain that all such securities 
are correctly included in the summary of the stock records. 

The collateral should be priced from the schedule of prices. 
When all securities have been extended at their total market 
prices, the aggregate value of the securities as well as the total 
money borrowed should be entered on the questionnaire. Because 
the aggregate market value of the securities will be somewhat in 
excess of the total money borrowed, the net difference will be a 
debit, and will represent the firm’s equity in such securities. 
Therefore, the total balance according to the ledger and the total 
market values of the related securities should be shown on the 
questionnaire, whereas only the total debit equities in the securi- 
ties should be stated as provided on the balance-sheet. 

With regard to the other four groups of items, included 
under this general heading on the questionnaire, it may be stated 
that separate working schedules should be prepared for each. 
Employing the sequence given above, they should be numbered 
“A-2” to “A-5” inclusive. The procedure to be followed con- 
forms to that provided for money borrowed. It will probably be 
found, however, that the ledger accounts will show the details 
of the securities as well as the amounts, all of which should agree 
with the proper subsidiary records and with the summary of the 
stock record. It should be noted that the form given for schedule 
“A-2” may be used for the other three classes now under dis- 
cussion by changing, when required, the headings to read “to” 
instead of “from” and by using for the ledger amounts “debit” 
or “credit” as necessary. Whether a debit or a credit equity will 
result will depend upon the market prices of each of the securi- 
ties, when applied against their respective ledger amounts; con- 
sequently, while the questionnaire requires for each group only 
the total ledger balance amounts and the total market values of 
securities, the balance-sheet may be prepared to show for each 
group the debit equities as well as the credit equities; or it may, 
if preferred, show the net equities. The balance-sheet, submitted 
herewith, has been prepared to show the debit as well as the credit 
equities which may result because of market fluctuations in the 
groups covered by schedules “A-2” to “A-5” inclusive. 
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III. Market VALUE OF NEGOTIABLE SECURITIES 

A. In Box 

Ordinarily, negotiable securities, ‘in the box” are not re- 
flected on the general books in anyway; consequently the trial 
balance does not affect this group. It is necessary, therefore, to 
obtain the details, quantities, etc., from subsidiary records, which 
should agree with the securities records or position books. Care 
must be exercised concerning these securities not to include the 
value of any items in safe keeping nor those carried as “long” 
if fully paid for by customers. The values applied to this group 
are established only when the market values have been determined. 
In listing the items in detail, stocks should be segregated from 
bonds. The aggregate market value of all such securities, plus 
that of the securities in transfer as explained below, should be 
shown on the questionnaire. The total market value of the box 
items, however, should be stated separately on the balance-sheet, 
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the latter being supported by schedule “A-6. 


B. In Transfer 

The same procedure outlined for the securities in the box 
applies fully to securities in transfer. The total market value, 
when combined with that of the box securities, should be entered 
as one amount on the questionnaire. The total market value of 
items of this nature, as a separate group, should be entered on the 


balance-sheet, and details should be reflected as per schedule 
“A-%.” 
IV. Customers’ ACCOUNTS 
The data necessary in order to prepare schedules of the 
customers’ accounts should be obtained from the ledgers. The 


debit and credit balances should be scheduled separately to con- 
form to the requirements of the questionnaire. 


A. Debit Balances 

It is specified that debit balances, eliminating all safe-keeping 
and fully-paid securities, shall be classified to indicate the accounts 
secured and partly secured, showing the market values of the 
securities applicable against each, and the balances that are un- 
secured. This may be done after the trial balance is in order by 
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using forms such as schedule “A-8”,, filling in the following spaces 
direct from the ledger accounts: 


Names 

Amounts 

Securities 
Long or short 
Names or symbols 

Then, utilizing the schedule of prices, one should price all 
the securities in the unit market values column and extend the 
total market values into the total market values column, long 
or short as required. Applying the total values of the securities 
in each separate account against the money balance in the same 
account, it becomes possible to extend the respective amounts into 
the classified columns, secured or partly secured. Obviously, 
debit balances which carry no securities should be extended as 
unsecured. After extending all customers’ debit balances as ex- 
plained, it is necessary to total all the columns, reconciling the 
ledger balances with the summary of the trial balance and the 
securities with the summary of the securities. These amounts 
can then be entered on the questionnaire, classified as required. 

For the purposes of a liquidated balance-sheet, the difference 
between the total secured debit balances and the total securities 
applicable thereto, producing a credit balance, should, when com- 
bined with similar balances, resulting as explained below, be 
entered as a net amount on the liability side under accounts pay- 
able, differentiating, if advisable, between customers and wires 
as provided on schedule “A-8.” But if the difference between 
the total partly-secured balances and the total securities applica- 
ble to the same group produces a net debit balance the latter 
balance when combined with the total unsecured balances should 
be entered as a net amount on the asset side under accounts re- 
ceivable. To this group should be added the debit balances that 
result from the liquidation of the credit accounts, as explained 
later. 

It may be found at times that customers’ accounts showing 
either debit or credit balances, will carry both long and short 
securities. The foregoing plan is intended to include such cases 
by determining the net difference between the total market value 
of the long and short securities and the ledger balance and apply- 
ing the difference to the proper group on the balance-sheet. 
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B. Credit Balances 


A schedule ‘“A-10” similar in form to that outlined above 
for the debit balances should be employed for the credit balances, 
and the same procedure should be followed. The data so afforded 
should be used in answering the questionnaire, but the heading 
“unsecured” should be changed to read “free.” 

The questionnaire, however, provides a different classifica- 
tion for the credit group of balances. The inquiry relative to the 
first class of that group calls for the customers’ total credit bal- 
ances on account of short sales of securities and the market value 
of like securities, without providing for instances wherein the 
ledger credit balances are not sufficient to exceed or equal the 
market value of the short securities. Therefore, accounts of the 
latter kind, being grouped with accounts that are properly 
margined, are not disclosed as a separate group of partly-secured 
accounts, as is provided in case of debit balances. It is intended 
for the purposes of the balance-sheet that accounts of the kind, 
when liquidated, shall be included as partly-secured accounts, as 
indicated by the summary which follows. 

With regard to the second classification, which relates to 
cotton, grain and other commodities, it is difficult to understand 
why information should be required as to credit balances only; 
accounts of this kind at times reflect debit balances. It can be 
assumed, however, that net balances are required and the prac- 
titioner should be guided by conditions as he finds them, and 
prepare the questionnaire accordingly. 

The third class of items, covering free credit balances, should 
be ascertained readily from the form outlined, the total amounts 
being entered on the questionnaire as required. 

In order to include in a liquidated balance-sheet the credit 
balance and the related securities, under the first group of this 
classification, it is necessary, using schedule “A-10” to determine 
the difference between the ledger credit balances and the net 
market value of the long or short securities in each such account 
and to enter the resulting net credit as a liability under accounts 
payable, combined with the credit balances resulting from the 
liquidation of the debit items. In the accounts in which the market 
value of the short securities exceeds the ledger credit balances, 
the differences, being debits, should be combined with other debits 
and be entered on the debit side under accounts receivable as 
already explained. The second group will be discussed later 
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under the heading “grain department.” The third group, free 
credit balances, should be combined with the other credit bal- 
ances under accounts payable. 

As for the balance-sheet, the foregoing procedure, involving 
the customers’ debit and credit balances in the stock and grain 
departments, may be summarized as follov s: 


Accounts receivable: 
Stock department 
Customers and wires 
Resulting from debit balances—partly secured 
and unsecured A-8 
Resulting from credit balances—partly secured A-10 
Grain department 
Customers and wires 
Resulting from debit balances—partly secured 
and unsecured A-9 
Resulting from credit balances—partly secured A-11 





Accounts payable 
Stock department 
Customers and wires 


Resulting from debit balances—secured A-8 
Resulting from credit balances—secured, also 
free A-10 


Grain department 
Customers and wires 


Resulting from debit balances—secured A-9 
Resulting from credit balances—secured, also 
free A-11 


Cotton, Grain and Other Commodities 


Separate schedules, “A-9” for the debit balances and “A-11” 
for the credit balances, should be prepared as for the stock depart- 
ment balances, but options rather than securities are to be con- 
sidered. The same principle of liquidating the accounts should 
be followed and the resulting balances should be stated on the 
balance-sheet as in the case of securities. 


ce 


In view of the fact that the questionnaire provides only for 
credit balances of this nature, it will be necessary to show thereon 
the net differences between the debit and the credit items, if the 
result is a net credit. If, however, actual conditions produce a net 
debit it may be advisable to include this on the questionnaire under 
other debit accounts. 
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V. PartTNers’ ACCOUNTS 
The questionnaire requires that the following accounts shall 
be grouped under the general heading “partners’ accounts” : 


A—Partners’ individual 
B—Firm investments and trading 
C—Underwritings and syndicate participations 
D—Capital 
Entering separately the following: 
Exchange seats, office furniture and other fixed 
assets as carried on the books 





It cannot be said that the grouping provided is satisfactory 
from an accounting point of view. However, in order to comply 
with the sequence given, the accounts will be discussed as stated 
above. It should be observed that the questionnaire requires only 
the ledger balances and the long or short securities, without speci- 
fying the secured or unsecured accounts. The schedules em- 
ployed for the four classes of accounts under this general group- 
ing should be devised as in schedule “A-8,” simply changing the 
headings to meet the conditions. 


A. Partners’ Individual Accounts 

In practice, it will be found in certain concerns that part- 
ners’ individual accounts will embrace practically every phase 
of the partners’ personal activities. Such accounts, when recorded 
as the first section of schedule “A-14” with the securities, priced 
and extended, will produce the data required for the questionnaire. 

For the balance-sheet, the amounts and securities applicable 
to each account should be extended into the classified columns 
provided on the schedule. The debit or credit balances that re- 
sult should be regarded as affecting the capital accounts of the 
partners concerned and should be so applied in so far as each part- 
ner’s remaining capital is involved, but for the purpose of the 
balance-sheet the net total balance of the partners’ individual ac- 
counts, presumably a credit, representing the difference between 
all such ledger balances and the related securities, should be 
shown as provided on exhibit “A.” 

It is intended that schedule “A-14” shall consist of two 
sections: the first to include the partners’ individual accounts and 
the second, their capital accounts. It should be possible to indi- 
cate thereon each partner’s remaining capital. If desired, the 
result of the profit-and-loss account may be applied thereto and 
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when this has been prorated to partners there should be no neces- 
sity for indicating on the questionnaire or the balance-sheet the 
amount of profit or loss. 


B. Firm Investment and Trading Accounts 

The balances usually carried under the captions “firm invest- 
ments” and “trading accounts” represent profits or losses on 
closed transactions not transferred to the profit-and-loss account, 
as well as amounts relative to open transactions. It can be as- 
sumed, although it is not so stated on the questionnaire, that the 
balances to be reported should be those reflecting open trans- 
actions, profits or losses being included elsewhere. 

The accounts applicable to this group may include the fol- 
lowing : 

Error 
Investments 
Joint 
Trading 

Schedule “A-12,” devised like schedule “A-8,” using the 
necessary captions, should be utilized for accounts of this nature. 
Proper use of the columns on that schedule should produce the 
data required for the questionnaire. But the preparation of the 
financial statements, requires somewhat different treatment. In 
addition to the profits and losses resulting from closed trans- 
actions, which should be adjusted as for the questionnaire, it is 
necessary in the case of financial statements to adjust such profits 
or losses as may result from the theoretical purchase or sale of 
all securities carried for the firm’s account. Therefore, as the 
profits and losses resulting from the theoretical liquidation affect 
the profit-and-loss account (exhibit “B’’), they should be reflected 
accordingly on the balance-sheet. 

If outside interests are affected by items carried in the in- 
vestment or joint accounts, it will be necessary to prorate the 
results of the liquidation according to the conditions governing 
such items; the share applicable to the firm under review being 
applied to the profit-and-loss account (exhibit “B”), whereas the 
share affecting the outside interests, either asset or liability, must 
be shown properly on the balance-sheet (exhibit “A”). The 
arrangement submitted provides for both classes of balance-sheet 
items of this kind. 
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C. Undertakings and Syndicate Participations 


Underwritings and syndicate participations when stated on 
schedule “A-13,” which is similar to “A-12,” may reflect the 
profits or losses resulting from closed transactions, accounts 
carrying money balances and securities, and payments or sub- 
scriptions applicable to certain transactions in which securities 
are not involved, the results of such transactions not having 
been definitely determined. Therefore, in preparing the ques- 
tionnaire the items reflecting actual profits or losses should be 
applied to group VI, profit-and-loss accounts ; the accounts carry- 
ing money balances and securities should be shown as required 
by the questionnaire; the third section, involving payments made 
for which securities have not been involved, should be shown 
separately, otherwise the total amount of the third group would 
be included with that of the second group and only such securities 
as affect the second group would be shown against the total of 
both groups. This would give the impression in certain instances 
that the securities’ values are perhaps less than the ledger 
accounts. The segregation suggested should fairly set forth the 
facts and overcome the possibility of an incorrect impression. 

The application to the financial statements of the three 
groups of items should be as follows: 

1. Profits or losses on closed transactions, not previously 
transferred from the original accounts, should be included on the 
profit-and-loss account, exhibit “B.” 

2. Profits or losses, resulting from the theoretical purchase 
or sale of securities at market values, should also be included on 
the profit-and-loss account, exhibit “B.” 

3. Accounts representing payments or subscriptions for 
which securities have not been received or delivered, should be 
included on the balance-sheet, exhibit “A,” as either assets or 
liabilities under the general groups provided thereon for firm 
accounts of the kind. 


D. Capital Accounts 


The second section of schedule “A-14” is intended to reflect 
the ledger balances as well as the securities or other property 
such as exchange seats contributed by partners as capital. The 
questionnaire requires only the value of each item. The amounts 
for the balance-sheet, however, should include the total book 
amounts, plus the liquidated value of securities and other prop- 


107 








































The Journal of Accountancy 








when this has been prorated to partners there should be no neces- 
sity for indicating on the questionnaire or the balance-sheet the 
amount of profit or loss. 


B. Firm Investment and Trading Accounts 

The balances usually carried under the captions “‘firm invest- 
ments” and “trading accounts” represent profits or losses on 
closed transactions not transferred to the profit-and-loss account, 
as well as amounts relative to open transactions. It can be as- 
sumed, although it is not so stated on the questionnaire, that the 
balances to be reported should be those reflecting open trans- 
actions, profits or losses being included elsewhere. 

The accounts applicable to this group may include the fol- 
lowing : 

Error 
Investments 
Joint 
Trading 

Schedule “A-12,” devised like schedule “A-8,” using the 
necessary captions, should be utilized for accounts of this nature. 
Proper use of the columns on that schedule should produce the 
data required for the questionnaire. But the preparation of the 
financial statements, requires somewhat different treatment. In 
addition to the profits and losses resulting from closed trans- 
actions, which should be adjusted as for the questionnaire, it is 
necessary in the case of financial statements to adjust such profits 
or losses as may result from the theoretical purchase or sale of 
all securities carried for the firm’s account. Therefore, as the 
profits and losses resulting from the theoretical liquidation affect 
the profit-and-loss account (exhibit “B”’), they should be reflected 
accordingly on the balance-sheet. 

If outside interests are affected by items carried in the in- 
vestment or joint accounts, it will be necessary to prorate the 
results of the liquidation according to the conditions governing 
such items; the share applicable to the firm under review being 
applied to the profit-and-loss account (exhibit “B”), whereas the 
share affecting the outside interests, either asset or liability, must 
be shown properly on the balance-sheet (exhibit “A”). The 
arrangement submitted provides for both classes of balance-sheet 
items of this kind. 
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C. Undertakings and Syndicate Participations 


Underwritings and syndicate participations when stated on 
schedule “A-13,” which is similar to “A-12,” may reflect the 
profits or losses resulting from closed transactions, accounts 
carrying money balances and securities, and payments or sub- 
scriptions applicable to certain transactions in which securities 
are not involved, the results of such transactions not having 
been definitely determined. Therefore, in preparing the ques- 
tionnaire the items reflecting actual profits or losses should be 
applied to group VI, profit-and-loss accounts ; the accounts carry- 
ing money balances and securities should be shown as required 
by the questionnaire; the third section, involving payments made 
for which securities have not been involved, should be shown 
separately, otherwise the total amount of the third group would 
be included with that of the second group and only such securities 
as affect the second group would be shown against the total of 
both groups. This would give the impression in certain instances 
that the securities’ values are perhaps less than the ledger 
accounts. The segregation suggested should fairly set forth the 
facts and overcome the possibility of an incorrect impression. 

The application to the financial statements of the three 
groups of items should be as follows: 

1. Profits or losses on closed transactions, not previously 
transferred from the original accounts, should be included on the 
profit-and-loss account, exhibit “B.” 

2. Profits or losses, resulting from the theoretical purchase 
or sale of securities at market values, should also be included on 
the profit-and-loss account, exhibit “B.” 

3. Accounts representing payments or subscriptions for 
which securities have not been received or delivered, should be 
included on the balance-sheet, exhibit “A,” as either assets or 
liabilities under the general groups provided thereon for firm 
accounts of the kind. 


D. Capital Accounts 

The second section of schedule “A-14” is intended to reflect 
the ledger balances as well as the securities or other property 
such as exchange seats contributed by partners as capital. The 
questionnaire requires only the value of each item. The amounts 
for the balance-sheet, however, should include the total book 
amounts, plus the liquidated value of securities and other prop- 
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erty contributed by the partners as capital. Reference should be 
made to the second paragraph of the text under the caption 
“partners’ individual accounts.” 


Exchange Seats, etc. 

The questionnaire provides that the book value of seats, 
office furniture and other fixed assets shall be included separately 
under the general heading “exchange seats, etc.” The same data 
should also be employed for the balance-sheet. It may be ad- 
visable to add that the discussion of items of this nature under 
the caption “partners’ capital,” related to the credits resulting 
from contributions of the kind as capital, whereas the reference 
under this caption is to debit or asset values. It is assumed that 
at the time of grouping the items from the trial balance provi- 
sion was made to classify under one heading all the items ap- 
plicable to this group; consequently the working papers should 
afford all the data necessary for preparation of the questionnaire 
and the balance-sheet. Obviously, reserve for depreciation at 
adequate rates should be considered for furniture, fixtures, etc. 


VI. PRoFIT-AND-LOss ACCOUNTS 

The requirements of the questionnaire, as to profit-and-loss 
accounts, are very simple. The question may be answered by 
giving one net amount, specifying whether it is debit or credit. 
Therefore, if at the time of extending the trial balance items all 
recalled, however, that in discussing the application of certain 
accounts of this nature were properly scheduled, it should be 
possible to determine readily the required answer. It may be 
items, such as investment, joint and trading accounts, it was 
noted that accounts of the kind in all probability included profits 
and losses resulting from completed transactions; consequently 
amounts of the kind should be added to the items previously 
scheduled from the trial balance, and the combined total should 
be shown on the questionnaire, as well as on the balance-sheet. 
In the latter instance, all profit-and-loss accounts should be in- 
cluded on exhibit “B.” 

Reference should be made to the third paragraph under the 
caption “partners’ individual accounts.” 

VII. Orner Accounts 

The questionnaire requires the inclusion of all accounts and 

securities, not included previously in any of the foregoing groups, 
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under a heading “other accounts.” It is this point, noted in the 
introduction, that restricts the present form of questionnaire to 
the purposes of a stock-exchange business, as no provision is made 
for the accounts of a diversified business. However, by segre- 
gating the debit from the credit accounts, it should not be a 
difficult matter to prepare an answer suitable for the question- 
naire. In some houses, a rather large number of accounts must 
be reported under this heading and problems are certain to present 
themselves as to the method of handling details and whether 
or not items involving, say foreign exchange, should also be 
priced at market values. At any rate, reference to the items 
shown on exhibit “A,” numbered as applicable to this group of 
accounts, should serve to indicate the nature of the accounts that 
will ordinarily be found in the average stockbroker’s records. 


IX. CONCLUSION 


The condensed statement of the profit-and-loss accounts, 
exhibit “B,” submitted herewith, serves the purposes of the state- 
ments under consideration, but it is not satisfactory for an execu- 
tive who requires the facts concerning the recorded history of 
his business affairs. Experience actually indicates a surprising 
amount of indifference on the part of principals of stock- 
brokerage concerns, not only as to the manner of classifying 
items affecting the nominal accounts, but also as to the grouping 
of such items in periodical financial statements. Comparative 
statements or simplified costs are not considered and are prac- 
tically unknown. 


EXHIBIT “A” 
BALANCE-SHEET 
Prepared upon a liquidated basis; employing as concerns the securities 
and options involved, closing market prices. 
As of 192 
QUESTION N AIRE 
GROUP ASSETS SUB-TOTALS TOTALS 


1 Cash 
Securities—equities in 


2 Money borrowed—per schedule “A-1”.. 
2 Borrowed—per schedule “A-2”.......... 
2 Loaned—per schedule “A-3”............ 
2 Failed to deliver—per schedule “A-4’.. 
2 Failed to receive—per schedule “A-5”. 
3 Box—per schedule “A-6”............... 
3 Transfer—per schedule “A-7”’........... 
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GROUP SUB-TOTALS TOTALS 
Accounts receivable 
Stock department 








4 Customers—per schedule “A-8”. 
4 Customers—per schedule “A-10” 
4 Wires—per schedule “A-8”..... 
4 Wires—per schedule “A-10”.... 
Grain department 
4 Customers—per schedule “A-9”. 
4 Customers—per schedule “A-11” 
4 Wires—per schedule “A-9”..... 
4 Wires—per schedule “A-11”.... 
Brokers 
7 Contracts—cotton, grain, etc......... 
7 Contracts—when issued .............. 
7 Commissions, give-ups, etc. .......... 
7 Miscellaneous (enumerated) ........... 
Total accounts receivable ........ 
Firm 
5 Investment and joint accounts— per 
OT Se ge ere 
5 Underwritings and syndicate participa- 
tions—-per schedule “A-13” .......... 
UE EN, is a spt cmirkeean nae te 
General 
7 NED dbs daemsmcasvcucs Sy Shee es eds 
7 Dividends receivable .......cccve0s ccs. 
7 BRUM DONINEEED pn cssccccncsacsewesrns 
7 NE UII ne 0st cccdevesevesteets 
7 BEemey DOMMES .occccccccccivccescccced , 
7 Re DUNE 55 ic cba aWecnnnce dese 
7 Revenue stamps—federal and state ..... 
DOE BIE i. snisoiseciacsenuass 
Invested 
5 Furniture, fixtures and office equipment 
Che CORIO io. 6. 6:50-45 vcvcncacdivas 
5 TOUS GOO ht cciciccscicevancsiss 
Wer I os ik a ddevedecmaes 
Deferred 
7 Sundries (enumerated) ..........ee000. 
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QUESTION N AIRE 
GROUP LIABILITIES SUB-TOTALS TOTALS 
Securities—equities in 
2 Borrowed—per schedule “A-2” ......... 
2 Loaned—per schedule “A-3” ........... 
2 = Failed to deliver—per schedule “A-4”’... 
2 Failed to receive—per schedule “A-5”. 
ee re ere ee 
Accounts payable 
Stock department 
4 Customers—per schedule “A- 8” 
+ Customers—per schedule “A-10” 
4 Wires—per schedule “A- 8” 
4 Wires—per schedule “A-10” 
Grain department 
4 Customers—per schedule “A- 9” 
4 Customers—per schedule “A-11” 
4 Wires—per schedule “A- 9” 
4 Wires—per schedule “A-11” 
Brokers 
7 Contracts—cotton, grain, etc.......... 
7 Contracts—when issued .............. 
7 Commissions, give-ups, etc. .......... 
7 Miscellaneous (enumerated) ........... 
Total accounts payable .......... 
Firm 
5 Investment and joint accounts — per 
schedule “A-12” ...........+e08: oeeee 
5 Underwritings and syndicate participa- 
tions—per schedule “A-13” .......... 
UE iis as ekaitecincgewennere 
General 
7 Tere ree 
7 Pr rer rere ree 
7 DE SEE Acnnccasneeedadeiseteoens 
ROTC RC rr ree 
Deferred 
7 Sundries (enumerated) ................ 
Partners 
5 Individual—per schedule “A-14” ....... 
5 Capital—per schedu'c “A-14” .......... 
SE” OE csnicndinasesnoude 
6 Profit-and-loss <r exhibit “B” .......... 
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Exuisit “B” 


PROFIT-AND-LOSS ACCOUNT 
Period of months ended 192 
StocK DEPARTMENT GRAIN DEPARTMENT 
TOTALS CUSTOMERS WIRES CUSTOMERS WIRES 
Earnings 


Commissions 
Interest 











Expenses 


Direct overhead 
Indirect overhead 











Net earnings 








Other income 
Firm investments 
and trading 
Error 
Investments 
Joint 
Participations— 
Syndicates, etc. 
Trading 
Sundries 
(enumerated) 
Total income 


Deductions from 
income 


Sundries 
(enumerated) 
Net income 
per exhibit 
“—" 
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Determining Piano Costs 
By HeErBert B. HAWKINS 


In any system for determining costs, provision must be made 
at the outset for some method of expense classification and distri- 
bution along the most plainly apparent, departmental lines and 
then for further sub-dividing these departmental costs into sub- 
departments, specific functions or units of production. In con- 
formity with this readily accepted principle, it might be well to 
state that in a factory manufacturing and assembling a piano in 
its entirety, the most apparent, departmental lines might 
be classified as follows: 

Lumber-yard department 
Mill department 
Press-veneer department 
Case-process department 
Varnish department 


Belly department 
Assembly department. 


Pianos are usually manufactured in styles known as upright 
and grand; also so-called player pianos are manufactured in both 
styles. The cost problems in connection with each style 
of piano differ very little except in the manufacture of a player 
piano, and then only when the player action is made by the 
same organization that manufactures the piano itself. For the 
purpose of this article, therefore, the upright piano, which is the 
more common style, will be used as an illustration, the other styles 
being treated in about the same way, except in the matter of 
overhead which might call for slightly different treatment. It 
will also be assumed in this instance, that the piano is manufac- 
tured and completely assembled by the same organization. 


LUMBER-YARD DEPARTMENT 


The records for the lumber-yard department should be set 
up with a view of determining not only the initial cost of the 
lumber purchased but also the number of units or board-feet pur- 
chased. In addition to the initial cost of the lumber there are 
other items such as freight, handling costs, dry-kiln costs, etc., 
which should be recorded, the total representing the basis for 
ascertaining the cost of lumber delivered to the mill. 
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Mitt DEPARTMENT—I1sT SECTION 


When the raw lumber is delivered to the mill the usual opera- 
tions of cross cutting, ripping and jointing, glueing, and plan- 
ing are completed, the result of which is to produce what is 
known as mill-planed lumber. The cost of this mill-planed 
lumber is obtained in the aggregate and per board-foot from 
labor and production tickets. This and direct expense charges 
plus items of overhead to which is added the cost of the raw 
lumber delivered by the lumber-yard department are all posted 
to a mill-planed-lumber ledger account. 

It is at this point that the operations of the mill department 
are partly interrupted in order that those parts which are to be 
press-veneered may have the veneer applied to the mill-planed 
lumber, rather than to the smaller parts into which it subsequently 
will be made. 


PRESS-VENEER DEPARTMENT 

The mill-planed lumber is received by and charged to the 
press-veneer department in order that the veneer may be more 
efficiently applied at this point. It might be well to state that all 
the veneering which is applied to a case is not machine pressed, 
a very small portion being applied by hand to miscellaneous parts. 
The cost of this will be considered in the case-process department. 

In order to determine the cost of press-veneered mill-planed 
lumber there must be charged all raw veneer used within a period, 
determined from requisitions issued on stores by the press-veneer 
department, after allowing at the end of a period for all unused 
raw veneer in the press-veneer department herein, and also after 
allowing for the raw veneer that is used in the hand veneering 
of miscellaneous parts by the case-process department. The cost 
of raw veneer to be charged respectively to the press-veneer de- 
partment herein and to the case-process department hereafter 
is definitely ascertained by apportioning the cost of all raw 
veneer used by both departments, in proportion to the number of 
square inches of veneered lumber prepared by each department. 
To the cost of the veneer used in press veneering mill-planed 
lumber there will be added the labor and other expenses ascer- 
tained from labor and production tickets and when properly rec- 
orded will disclose in the aggregate and per board-foot the 
total cost of mill-planed press-veneered lumber that is now ready 
to be re-transferred to the mill department for other operations. 
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Mitt DEPARTMENT—2ND SECTION 

It was pointed out in outlining the first section pertaining 
to the operation of the mill department that part of the mill- 
planed lumber was press veneered. This press-veneered lumber 
is now recharged to the mill department at the actual cost of the 
lumber including the veneer and we have on hand at this point 
mill-planed lumber not veneered and mill-planed lumber veneered, 
the cost of which has been definitely ascertained per board-foot. 
The mill-planed lumber veneered and the mill-planed lumber not 
veneered is now cut to size into various miscellaneous parts 
which include mouldings, legs, key blocks, panels, arms, rails, 
frames, etc., etc. The cost of these are ascertained by charging, to 
ledger accounts (constructed so as to be comparable in name with 
every particular part manufactured) the cost of the number of 
board-feet used in the production of each part and the labor and 
other expenses. All these expenses are ascertained from labor 
and production tickets. By far the greater number of miscel- 
laneous parts made by the mill are transferred to case stores, to 
be subsequently requisitioned by the case-process department for 
assembling into major units of a case. There are, however, a few 
parts that are manufactured for, and charged directly to other 
departments. 

At this point we have completed the operations of the 
mill and determined the cost of all parts made, and have 
charged them either to the case-stores account, or to other 


departments. 
CASE-PROCESS DEPARTMENT 

The various parts of a case both veneered and unveneered 
have now been manufactured, the cost ascertained and charged 
to case-stock stores. These parts can be requisitioned from 
stores by the case-process department to be made into the 
major units of a case as described on the case-process card. 
(Illustration No. 1, page 118.) 

These major units are usually put through the factory si- 
multaneously in lots of six, eight or ten as may be desired; 
each lot when completed should equal a similar number of fin- 
ished piano cases distinguished during their manufacture and for 
sometime after by a specific lot-number. The cost of each 
case process or the making of a major unit is determined by 
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CASE PROCESS 

















LOT NO. STYLE FINISH a ee 
Operations Progress Total Costs 

Sides Lil 

Tops _| 





T. and B. frames 
Shelves 

Key blocks 

Slips (Key) 














Name boards 





Bottom boards 





Pilesters 





Key bottoms 


B. F. falls 








Legs 





Back key slips 











Total 








Date to varnish dept. 

















charging, to a ledger account comparable in name to each 
particular case process or major unit, the cost of as many 
smaller veneered and unveneered parts as may be requisi- 
tioned and are needed for a given number of processes or 
major units. To this cost there should be added the labor, 
overhead, and other expenses ascertained from the labor and 
production tickets, etc. The other expenses should include, at 
this point, the cost of veneer that is applied by hand to those 
miscellaneous parts previously referred to under veneer de- 
partment. Each case-process ledger account should serve as a 
control for the total number of units in process and at the 


118 








Determining Piano Costs 








end of a period after making inventory adjustments for un- 
completed units, the resulting balance in the case-process 
ledger account will represent the cost of all case processes or 
major units completed during the period. This balance should 
be closed out and distributed pro-rata to those cards showing 
by production tickets that the process on any lot has been 
actually completed. These cards will furnish an index with 
respect to the cost of a lot up to any point of completion, and 
will also show the progress that a lot is making in the factory. 


VARNISH DEPARTMENT 


When the major units of the case have been put to- 
gether and the case process completed they are ready to be 
sent to the varnish department, and it is at this point that 
some manufacturers who purchase completed cases from 
piano-case manufacturers actually begin manufacturing their 
piano. The transfer of cases from the case-process depart- 
ment to the varnish department should be made in such a way 
as to retain the identity of each particular lot of cases and at 
the cost as shown by the case-process card. The cost of 
varnishing is determined by charging to the respective varnish- 
process ledger accounts all the labor, materials, etc., used in 
each process. The accounts should be comparable with the 
processes shown on the varnish-process card. (Illustration 
No. 2, page 120.) 

After summarizing these costs in ledger accounts, the same 
method with respect to distributing the cost of each process 
to the particular units in each lot is carried out, as in the costs 
for the various processes in the case-process department, that 
is, by distributing the cost of each varnish process pro-rata 
to every lot of cases where the process is completed within 
the period. After each lot of cases is completely varnished 
they are put in stock at the actual cost to this point by charg- 
ing varnish-case stock account and crediting the varnish de- 
partment. These cards serve the same purposes as the cards 
of the case-process department above and afford the manu- 
facturer a further guide as to the costs and progress of each 
lot. 

Betty DEPARTMENT 


Before attempting to arrive at the cost of assembling 
the piano there is another department to be considered. This 
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VARNISH PROCESS 


_LOT NO. 





STYLE 
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__ FINISH _ 
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Operations Progress 





ae = SS || = = 


Date from case dept. 





Tctal ¢ 
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Stained and filled 

















Color coat — a 

1 “ 2 ae 
2 “s ee ee 

3 i) _y ae 
| 4 a 








Rubbed hand 





machinery 








Flowed 
| 


Varnishing inside 














Total 








Date to stock 




















is the belly department, which manufactures the belly of the 


piano. This process may be treated either as a separate de- 


partment or as a part of the process of assembling the piano. 
Assuming the manufacture of the belly to be a separate de- 


partment, the labor, material and other costs should be ac- 


cumulated in a ledger account, and at the end of a period, 


after inventory adjustments, these resulting balances would 


be distributed pro-rata on the basis of the actual number of 


bellies completed. The department provides the usual pro- 


duction records. 
120 





Wee 


2 eee 














CS rn = 








ASSEMBLY DEPARTMENT 


When a requisition is issued from the assembly depart- 
ment for those major units that compose a lot of varnished 
cases it is issued for the exact number of parts (sides, tops, 
bottoms, etc.), that will be necessary to make a complete case 
for each lot of finished bellies received from the belly depart- 
ment. A serial number has been stamped on the belly and 
when put with a piano case the combination is identified by 
the belly-number instead of by the lot-number. The costs are 
reduced to units of a single piano instead of to lots of six, 
eight or ten, as per the assembly department process card. 
(Illustration No. 3, page 122.) 

The costs of the assembly department for the respective 
piano assembly processes are determined by charging to a 
piano-ledger assembly account (constructed so as to be com- 
parable in name with each assembly operation) all labor, ma- 
terials, overhead, etc. After summarizing these costs in the 
respective ledger accounts the same method with respect to 
distributing the cost of each assembly process to every piano 
is carried out as in the case-process and varnish departments, 
except in this instance the distribution will be made per piano 
instead of per lot where a particular assembly process has 
been completed within the period. The completion of a par- 
ticular assembly process on any piano is determined by pro- 
duction tickets posted direct to the piano assembly card just 
as the progress of a process was determined on the case- 
process and varnish department cards. It should be noted 
that the assembly card provides for a complete record with 
respect to the final disposition of each piano manufactured, 
including the distribution of shipping costs, administrative 
costs, selling costs, selling price, the resulting profit or loss, 
and the details of how, where, and to whom the piano is 
shipped. This is a most important record having in mind, 
both the life of the article sold, and in many cases, the un- 
usually long period over which payment is often received. 
These details necessitate the usual entries that would be re- 
quired on any set of books and can be made on the factory 
ledger or on the general ledger, after the finished pianos ac- 
count has been closed out and charged to the general ledger 
account on the factory ledger books, and the usual reverse 
entries set up on the general ledger books. 
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ASSEMBLY PROCESS 
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| Operations Progress Total Costs 

| Cost of case (lot no.) ia a bees 

| 

|_ Cost of belly _— See oe m= 

Stringing ae oe a ee aes - 
Chipping “is - ee ba! 
Side glueing =. ae Se ee ES 
Action finishing i a a ee a en Ty 
lst tune = a aes — eee Es Ss 
Regulating a) E _ Sate - aa. seen LY 

__ 2nd tune an : 2 eee ae Cee ee 

_ Fly finishing yee, eee ee ee a ae 
Mandoline Att’chm't 7 ee en Ss Se ee 
Polishing > - ee a ee 
Tone and regulating a 2. a - 
Oiling off SS ae ee a 
Setting up 7 7 . - RR 
3rd tune en a a eres —|— 
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Administrative costs a Se) ee a Oe 

_ Selling costs _ . ee a ee — — 
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— ——— - —— —E—— —— ee 
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It might seem desirable to construct a system that would 
provide for the distribution of labor, material and overhead 
charges consumed in each assembly process for each piano, 
but because a great many of these processes are paid for on a 
piece-work basis and the materials used are exactly the same 
for each piano, it is more practical, as outlined, to set up an 
account in the factory ledger representing the particular pro- 
cess performed in assembling the pianos, and to charge there- 
in all labor, materials and overhead costs consumed in per- 
forming it, thereafter, spreading equally these costs to each 
piano having a process completed during the particular period. 

Little has been said with respect to the problem of dis- 
tributing overhead but, having divided the industry into vari- 
ous departments and having further sub-divided each depart- 
ment into particular units of production, the principle to be 
followed should be to reduce the amount of overhead to as 
small an amount as possible, that is to say, every element of cost 
should be a direct charge to a particular department or to a par- 
ticular unit of production or process whenever possible. With re- 
spect to the elements of rent, light, and heat, particularly where 
the latter elements are manufactured on the premises, as well 
as other similar items that represent pure overhead, the prob- 
lem, of course, should be given consideration. 

It can readily be seen that in a business of this kind 
specially planned accounts are necessary to meet its peculiarities, 
but the principles to be followed are not different from those 
which would be followed in any other cost problem. The solu- 
tion of cost finding in any case must be carefully planned and 
constructed so that it will be particularly adapted to the needs 
of the industry itself, and in this respect piano making is similar 
to every other. While some of those engaged in it may be 
laboring under the misapprehension that its problem of costs is 
unique it is nevertheless an industry that lends itself readily to 
good accounting. 

In conclusion it may be said that any industry which re- 
quires a great amount of capital because of the time involved 
in producing a finished article and also because of frequent de- 
lay in receipt of full payment will undoubtedly benefit by keep- 
ing trustworthy cost records, which will be less expensive than 
the neglect of them would be. 
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EDITORIAL 


Silver Anniversaries 


Accountants in America are entering upon a series of silver 
anniversaries. In April last the New York State Society of 
Certified Public Accountants celebrated its twenty-fifth year’s end. 
The Pennsylvania Institute of Certified Public Accountants fol- 
lowed in December, and on January 12th in Newark the Society 
of Certified Public Accountants of the State of New Jersey held 
its celebration of the attainment of twenty-five years of existence. 
Other societies will follow within the next two or three years. 

The growth of accountancy from 1897 to 1905 was extremely 
rapid in point of legislation and the birth of new societies. The 
total memberships did not begin their principal increases until 
later, but the foundations were laid largely in the period from 
twenty-five years ago to the re-organization of the American 
Association of Public Accountants in 1905. 

Naturally, at all the banquets and meetings of commemora- 
tion which have been held there has been much review of the past 
and an abundance of prediction for the future. The obvious 
things have been said time and again. They are hackneyed and 
trite to the accountant, but to the general public there is an inter- 
est attaching which may justify further emphasis. It is some- 
thing to know that the national growth of accountancy began with 
the formation of the American Association of Public Account- 
ants in 1887, was comparatively unimportant until 1897, and that 
the tremendous progress which has been made in this newest of 
the learned professions has practically all occurred within a quar- 
ter of a century. 

Without being unduly vainglorious, the American account- 
ant can safely challenge any other profession to equal the ratio 
of progress from the accountancy of 1897 to the accountancy 
of 1923. 

124 








Editorial 








Growth of Professional Ideals 


In another note appearing in this issue of THE JOURNAL OF 
ACCOUNTANCY we have referred to the twenty-five years of prog- 
ress being celebrated by state societies in various parts of the 
country, and this brings us to a consideration of the growth of 
the professional idea and ideals. In all professions—with the ex- 
ception of the church, in which idealism has always prevailed— 
the last quarter-century has witnessed a remarkable development 
of the professional spirit. 

For example, in the field of medicine we have come to a time 
when the quack has little opportunity and is becoming almost 
a rarity. The day when one could go to some obscure institu- 
tion and purchase a degree as doctor of medicine has almost 
passed. Such degrees may be purchasable, but when purchased 
their value is naught. Yet most of us can remember when it was 
no unusualithing to hear of absolutely unqualified practitioners 
of medicine. The effects of their malpractice were generally to 
be found. 

And in law, although it is customary for the average lay- 
man to speak sneeringly of the integrity of the bar, there has 
been so vast an advance in professional standards that it may not 
be out of reason to expect an early coming of the day when the 
shyster will be a thing of the past. At meetings of the national 
conference of bar associations held last year, there was practically 
unanimous adoption of recommendations calling for higher edu- 
cational preliminaries to practice, and the whole tone of the meet- 
ings was an echo of a general desire for higher and higher 
standards. 

In engineering, in architecture, the same desire for better 
things prevails. Therefore, it is not astonishing to find the 
growth of idealism spreading throughout the profession of ac- 
countancy. 

As a concrete instance of the professional idea, let us re- 
member that there was a time within the memory of living man 
when there was hardly a professional practitioner who had suf- 
ficient vision and breadth of mind to impart freely to his confreres 
the knowledge, the science, to which he had attained. It was a 
common thing for the practitioner of any and every profession 
(again excepting the church) to think solely in the singular num- 
ber. Today we find men in all walks of life, professional, com- 
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mercial and financial, readily sharing their discoveries and the 
fruits of their accomplishments with others. 

Let the accountant who sometimes despairs in the face of 
what he considers the slow and halting progress of his profession 
pause to consider and compare accountancy of today with the 
accountancy of the latter part of the nineteenth century. 

We frequently receive letters expressing regret that the 
standards set up by the American Institute of Accountants are 
not more rigidly observed, and that there still lingers some of the 
old spirit of jealousy and selfishness. Such letters are usually in- 
spired by some particular piece of unworthy practice and the 
impulse behind them can be understood. But they remind us a 
good deal of the complaint which one hears occasionally that 
the world has not progressed since Runnymede. As someone 
said not long ago, the great and essential difference between 
humanity in the thirteenth century and in the twentieth century is 
that in the latter the people want and intend to improve, where- 
as in the earlier they had no hope of improvement. Similarly 
it is an indication of the great progress before us that professional 
men today have set up ideals and are striving to reach them, 
whereas in the beginning of all professions such ideals were 
almost unknown. 

Specifically the very fact that the American Institute of Ac- 
countants has adopted standards which all admit are at least as 
high as those of any other profession—some say higher than in 
any other profession—indicates quite conclusively the progress 
of the recent past and the earnest for the immediate future. 





Knowingly Soliciting 

One of the rules of professional conduct which have been 
adopted by the American Institute of Accountants is the follow- 
ing : 

“(8) No member shall directly or indirectly solicit the 
clients or encroach upon the business of another member, 
but it is the right of any member to give proper service and 
advice to those asking such service or advice.” 

Recent correspondence has referred quite frequently to al- 
leged breaches of this rule, and the suggestion has been made 
that it would be far easier to interpret if it were absolute. It is 
suggested by these correspondents that the rule should read, 
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“No member shall solicit accounting work,’ or words to that 
effect. 


Frankly we cannot see any great difficulty in interpreting 
the rule as it stands. To say that there shall be no solicitation 
would obviously be futile. If Accountant X played golf—and 
Accountant X usually does play golf—with Business Man Y, 
it would be an extremely fine line which would divide his con- 
versation on professional matters between solicitation and non- 
solicitation if Y were not already the client of X. Or if Banker 
Z should mention accounting to our friend X, at what point in the 
conversation would the remarks of X be construed as solicitation ? 

We believe that the rule is safe as it stands, but if sugges- 
tion were to be made for a change, it would be the insertion of 
the word “knowingly” in place of “directly or indirectly.” If 
the accountant comes into discussion with the man of business or 
finance or industry upon accounting matters it is a very easy 
thing for him to determine whether or not any other accountant 
has been professionally engaged in the past. If in the face of 
knowledge of the engagement of another accountant he sug- 
gests the diversion of practice to his own office, he is guilty of 
a most reprehensible and unethical act, for which the Institute, 
upon proof, would doubtless inflict severe discipline. 

It has been said repeatedly that ethics is a state of mind. 
If so—and we insist that it is so—the inclusion of the word 
“knowingly” would strengthen the rule in question and make 
its enforcement quite simple. 





Index 


In 1914 THE JouRNAL oF AccouNTANCY published an index 
of its first sixteen volumes. Since that time there has been no 
general index, and the lack of such a work of reference has been 
brought frequently to the attention of the magazine’s publishers. 
Last fall the publishing company was requested by the Institute 
to prepare an index of volumes from xvii to xxxiv inclusive. 
This is now in the printer’s hands and is promised for de- 
livery in February. We draw attention to its forthcoming publi- 
cation for the information of our readers. Details in regard to 
the form, price, etc., are given in our advertising pages. 
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EpITED BY STEPHEN G. RuSsK 


Judge Cooper of the United States district court, northern district of 
New York, handed down a decision in the case of Harder vs Irwin, Col- 
lector of Internal Revenue, that is worthy of considerable attention. This 
decision is embodied in treasury decision No. 3420 and is interesting 
not so much because of the character of the question at issue as be- 
cause of the judge’s reasoning with respect to the time when gains and 
profits of a corporation are accumulated. 

The question at issue was whether dividends paid in 1917 were 
paid out of gains and profits accumulated in prior years or whether 
some portions of the said dividends were paid out of gains and profits 
of 1917. It will be seen that the question arose under the provisions 
of the revenue act of 1916. The section of this law applicable reads, in 
part, as follows: 

“Any distribution made * * * in the year 1917 * * * shall 
be deemed to have been made from the most recently accumulated 
undivided profits or surplus and shall constitute a part of the an- 
nual income of the distributee for the year in which received and 
shall be taxed to the distributee at the rates prescribed by law 
for the years in which such profits or surplus were accumulated by 
the corporation.” 

We do not agree with the judge in his opinion that the words “ac- 
cumulated undivided profits or surplus” can be interpreted as including 
gains and profits that are in process of being made and can only be 
known at a time when all the facts appertaining to them can be col- 
lected. 

Accounting and bookkeeping methods with respect to the annual 
determination of accumulated profits and losses are of so ancient a 
character as to take rank with other common-law practices, as dis- 
tinguished from statutory law, and when congress deals with matters 
appertaining to such commonly accepted practices it would seem rea- 
sonable to assume that it meant to restrict the limitations of the lan- 
guage employed to conform to what is generally accepted under such 
practices. 

It may not have occurred to the judge that a corporation’s current 
business consists of a multiplicity of transactions, some of which re- 
sult in a profit and upon some of which a loss is sustained, and that it 
is common practice to set aside a certain date each year to determine 
the result of the aggregate of transactions to that date. There are com- 
paratively few corporations so well managed that their best informed 
officers could estimate accurately the profits that have accrued (not 
accumulated) to any particular date during the year unless the officers 
went through the necessary routine that occurs at a closing period. 
We believe the best-managed concerns would hesitate a long time be- 
fore they would declare a dividend out of earnings of a current (un- 
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closed) year when there had been accumulated surplus or undivided 
profits at the beginning of such year upon which to draw. 

Profits are of a more or less evanescent character unless they result 
from a cash transaction where the element of time taken in the comple- 
tion of the transaction is short. Generally speaking, profits need the 
seasoning effect of time to become definitely assured. For example, we 
draw attention to those corporations which because of supposed profits 
in 1917 declared dividends during that year without taking into account 
the excess-profits taxes that would have to be paid therefrom and found 
themselves in the embarrassing position of having paid a portion of the 
dividend out of capital. 

We contend that the language ‘accumulated surplus and undivided 
profits” naturally takes the meaning given to it by bookkeepers and 
accountants, an interpretation which has the force and authority of a 
business custom which because of the universality of its acceptance is 
common law. We contend that the words surplus and undivided profits 
are widely accepted as meaning an accumulation to a certain date of 
gains and profits, as distinguished from profits and gains that are in 
the making. 

The judge in this case gave considerable attention to the proper 
interpretation of the word “deemed” contained in the section of the 
law quoted above. We believe he should have also concerned himself 
with the interpretation of the word “accumulate.” 

Webster’s International Dictionary defines this word, partly, as 
follows: 

“To heap up in a mass, to pile up, to collect or bring together.” 
One could hardly be said to have accumulated anything during the 
time when that which he is intending to accumulate is scattered, and 
he knows not that he will eventually have any accumulation. A profit 
or loss accrues until it can be ascertained to be such. It is customary 
to endeavor to ascertain profits or losses once a year and from this 
custom grew the practice of setting aside that which is accumulated 
to that date and to record it in books of account as “surplus or undi- 
vided profits.” 

It may be true, as the judge asserts, that congress intended to tax 
dividends as if paid out of gains accruing in the year in which the divi- 
dends were paid. If it did so intend it was extremely unfortunate in 
its selection of language to make its intention known. 

Those who remember the language of the income-tax law of 1909 
will not be surprised if congress does employ language the generally- 
accepted meaning of which only remotely expresses its real intention. 
We do not wonder, therefore, that a learned court spends so much 
time in trying to determine the intention of congress, when adjudicating 
a particular case, and perhaps we should not wonder if a court holds 
that congress intends to imply a meaning of language quite contrary 
to that generally accepted. 
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TREASURY RULINGS 
(T. D. 3420—December 28, 1922) 
Income tax—Revenue act 1916, as amended—Decision of court. 


1. STATUTORY PRESUMPTION—THE Worp “DEEMED” CONCLUSIVE. 

The word “deemed” as used in section 31 (b) of the revenue act 
of 1916, as amended by the act of October 3, 1917, providing that any 
distribution of dividends made during the year 1917, or any subse- 
quent year, “shall be deemed to have been made from the most re- 
cently accumulated undivided profits or surplus,” creates a conclusive 
presumption. 


2. DivipeENps—“UNpivivep Prorits or SurPLus”—“*Most RECENTLY Accu- 
MULATED’ —CONSTRUCTION. 

The words “most recently accumulated undivided profits or sur- 
plus,” as used in section 31 (b) of the revenue act of 1916, as amended 
by the act of October 3, 1917, are broad enough to include corporate 
profits earned during the current year in which the dividends are 
declared, whether the books of the corporation have been balanced 


or closed at any time during the year and such earnings actually set 
aside as “undivided profits” or “surplus.” 


3. SAME—PRESUMPTION AS TO EARNINGS FROM WHICH Pap. 


Dividends paid by corporations in 1917 (except as to distributions 
made prior to August 6 from profits accrued prior to March 1, 1913), 
are conclusively presumed for the purpose of determining the rates 
at which taxable to stockholders, to have been paid from the most 
recently accumulated profits, including profits for 1917 regardless of 
resolutions by the board of directors allocating such distributions to 
profits earned in earlier years. 


The appended decision of the United States district court for the 
northern district of New York in the case of Fanny E. Harder v. Roscoe 
Irwin, collector, is published for the information of internal revenue 
officers and others concerned. 


Unitep States District Court, NorTHERN District OF NEW YorRK. 
Fanny E. Harder, plaintiff, v. Roscoe Irwin, collector of internal revenue 
for the fourteenth district of New York, defendant. 

Gilbert & Gilbert (A. S. Gilbert of counsel), attorneys for plaintiff. 

Hiram C. Todd, United States attorney (Earl H. Gallup, assistant 
United States attorney), for defendant. 

Carl A. Mapes, Solicitor of Internal Revenue (Chester A. Gwinn, 
attorney, treasury department), of counsel for defendant. 

Cooper, Judge: This is an action brought by plaintiff to recover the 
sum of $29,958.88 income tax for the year 1917, which she alleges was 
illegally exacted from her by the de*endant as internal-revenue collector. 

The facts are substantially undisputed and are as follows: In 1917 
and for some years prior thereto the High Rock Knitting Co. (hereinafter 
referred to as the company or corporation) was a manufacturing concern 
having its principal office and place of business at Philmont, N. Y. The 
plaintiff was a stockholder, owning 1,200 shares of a total of 3,500 shares 
of common stock of the corporation of the par value of $100 each. The 
principal source of plaintiff's income was from this stock. 

On December 12, 1917, the board of directors of said corporation 
adopted the following resolution: 


Motions were then passed to declare and pay on December 15th to 
common stockholders of record of that date the following dividends: 
20% from cash surplus accumulated during 1916; 60% from cash surplus 
accumulated during 1915; 120% from cash surplus accumulated prior to 
December 31, 1913. 
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On December 20, 1917, the corporation, pursuant to said resolution, 
distributed in dividends the sum of $700,000, of which the plaintiff re- 
ceived $240,000; and in her income-tax return for the year 1917 plaintiff 
reported the amount received by her from the High Rock Knitting Co. 
and allocated 20 per cent thereof as taxable under the 1916 rates, 60 per 
cent as taxable under the 1915 rates, and 120 per cent thereof as non- 
taxable, because declared by the resolution as payable out of profits ac- 
crued before March 1, 1913. 

When the books for the year 1917 were audited by Price, Waterhouse 
& Co., some time after the close of the calendar year, it was shown that 
the profits of the company for the year 1917 were $424,958.53 after allow- 
ing $250,000 for corporate income tax for that year. 

The internal revenue department, on auditing plaintiff’s return for 
the year 1917, made the claim that the first $400,000 of the $700,000 dis- 
tributed by the company must be taken out of the earnings for the year 
1917 and taxable to the stockholders at the rate in force at that year. The 
department, therefore, imposed an additional assessment on the plaintiff in 
the sum of $30,611.12, which she paid under protest. The plaintiff, upon a 
reaudit of her account, conceded that all of the 1916 surplus had to be 
exhausted before resorting to the accumulation prior to March 1, 1913, 
and so claims only the sum of $29,958.88 as having been erroneously 
assessed, 

The case turns upon the construction to be given section 31 (b) of 
the revenue act of 1916 as amended by the act of October 3, 1917 (40 
Stat. 300). 

The language of the section, so far as applicable to this case, is as 

follows: 
Any distribution made * * * in the year 1917 * * * shall be deemed to 
have been made from the most recently accumulated undivided profits or 
surplus, and shall constitute a part of the annual income of the distributee 
for the year in which received and shall be taxed to the distributee at 
the rates prescribed by law for the years in which such profits or surplus 
were accumulated by the corporation. 

Two questions are presented: (1) Whether the word “deemed” in sec- 
tion 31 (b) means a conclusive presumption or merely a rebuttable pre- 
sumption; (2) assuming that the word “deemed” is to be construed as an 
absolute requirement or conclusive presumption, must corporate profits 
earned in the year 1917 be included in the corporation’s “most recently 
accumulated undivided profits or surplus” within the meaning of section 
31 (b)? 

To ascertain the intention of congress, it is necessary to refer briefly 
to each income tax act since the adoption of the sixteenth amendment 
with reference to its application to the distribution of the earnings of cor- 
porations to the shareholders thereof. Acts relating to income tax were 
passed in 1913, 1916, and 1917. 

Under the income-tax act of 1913, retroactive to March 1, 1913, divi- 
dends distributed during the taxable period of 1913 and the years of 1914, 
1915 were taxable to the recipients under the “surtax” provision at the 
rates current during those years, whether the profits out of which such 
dividends were declared were accumulated before or after March 1, 1913.— 
Lynch v. Hornby (247 U. S. 339); Southern Pacific v. Lowe (247 U. S. 
330). 

The 1916 act, however, permitted the declaration of dividends tax free 
out of surplus created prior to March 1, 1913, even though profits earned 
subsequent to March 1, 1913, remained undistributed; leaving dividends 
declared from profits earned since March 1, 1913, taxable at the rate in 
existence at the time such dividends were received by the stockholders, 
as in the act of 1913. 

Under the amendments of 1917, passed October 3, 1917, profits accu- 
mulated prior to March 1, 1913, might still be distributed tax free, “after 
the distribution of earnings and profits accumulated since March 1, 1918, 
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has been made,” and dividends paid from earnings accumulated since 
March 1, 1913, were made taxable at the rates in effect during the years 
when the profits out of which the dividends were made were accumulated, 
instead of at the rates of the year in which they were distributed with a 
new provision added that any distribution made during the year 1917 or 
any subsequent year “shall be deemed to have been made from the most 
recently accumulated undivided profits or surplus.” 

The act of October 3, 1917, was passed almost six months after the 
United States had entered the world war, and was entitled “An act to 
provide revenue to defray war expenses and for other purposes.” 

Taxes and surtaxes were increased generally by this statute and it is 
evident that the object of the statute was to raise large revenues needed 
in emergency to successfully carry on the war. 

The word “deemed,” as used in the amendment of 1917, is a transitive 
verb defined in Webster’s new unabridged dictionary as “to set in judg- 
ment over or upon; to judge; also to pronounce judgment upon; to decide 
—to regard.” 

The word “deemed” has been judicially defined. 

In Leonard v. Grant (5 Fed. 11, 16) it is stated that— 

“deemed” is the equivalent of “considered” or “adjudged,” and, therefore, 
whatever an act requires to be “deemed” or “taken” as true of any person 
or thing, must, in law, be considered as having been duly adjudged or 
established concerning such person or thing, and have full force and effect 
accordingly. 

In U. S. v. Doherty (27 Fed. 730, 734) it was thus defined: 
“deemed” means “judge,” “determine,” or “consider.” The primary mean- 
ing of the word is to form a judgment; to conclude on consideration. 

There are several other judicial expressions of the word “deemed,” 
among them being in Walton v. Gavin (16 Q. B. 48, 81), where it was 
stated that where a person was “deemed to be a soldier it must be under- 
stood to mean that he was thereafter to be taken in that capacity. 

Also, in Cardinel v. Smith (5 Fed. Cas., 45, 47) the statute provided 
that dealers in canned goods under certain circumstances shall be deemed 
to be manufacturers and the court stated that they were to be held liable 
as manufacturers, notwithstanding that they were not such in fact. 

Other cases to the same effect are Lawrence & Co. v. Seyburn (202 
Fed. 913), Michael v. Nann (101 Fed. 423, 424). 

It is evident from the general scheme of the statute that it was the 
intention of congress in the amendment of 1917 to require not only dis- 
tribution of the earnings and profits accruing since March 1, 1913, which 
distribution is subject to tax, before there could be a tax free distribu- 
tion of earnings and profits accruing prior to that date, but also a distribu- 
tion of the most recent and most highly taxable profits or earnings before 
resort could be had to the earlier profits even though earned since March 
1, 1913, and therefore also taxable, but at a less rate. Section 31 (b) 
of the 1917 amendment was enacted to express such purpose. 

To permit the distributing corporation or the taxpayer to determine 
out of what profits the dividends are distributed is out of harmony with 
both the language of the section and the intent of the act. 

The same section further provides that “this subdivision shall not 
apply to any distribution made prior to August 6, 1917, out of earnings or 
profits accrued to March 1, 1913.” 

If the provision of section 31 (b) merely created a rebuttable pre- 
sumption enabling the corporation to elect out of what years accumulated 
distributions are made, then there would have been no need for inserting 
the provision exempting distributions made before to August 6, 1917, out 
of earnings or profits accrued prior to March 1, 1913. 

The corporation may not, therefore, by its act declare that its dis- 
tribution of dividends at any time after the act of October, 1917, is out 
of profits accumulated in earlier years if there are profits of later years 
untouched. To do so is void because in conflict with the statute. The 
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statute means that regardless of the form of the declaration, it is con- 
clusively presumed that the distribution is out of the most recently accu- 
mulated undivided profits or surplus. 

The second and more important question to be decided with refer- 
ence to dividends declared and paid in 1917, is, Must corporate profits 
earned in the year 1917 be included in the corporation’s “most recently 
accumulated undivided profits or surplus” within the meaning of the 
statute? 

Do these terms mean and include the current earnings of the calendar 
or corporate fiscal year in which the distribution is made, or do they 
mean only those accumulated prior to such calendar or fiscal year? 

The plaintiff has shown that its books are fully audited and inventory 
taken and profit and loss statement made up only once a year and at the 
close of the calendar year. 

The plaintiff has cited the works of accountants and others, upon au- 
thority of which counsel contends that the words of the statute can not 
apply to and include the current earnings or profits down to the date of 
the distribution because to do so is contrary to the practice of accounting 
and bookkeeping and because actual profits can not be definitely known 
without audit and inventory and appraisal, which is customarily done 
once a year, and directors can not be presumed to have voted or intended 
to vote to declare dividends payable out of earnings up to the minute, for 
at best they can but guess before an audit and inventory, and a wrong 
guess subjects them to personal liability. Counsel for plaintiff insists 
congress must be deemed to have known the principles and practice of 
corporate accounting, and that congress must be presumed to have framed 
its act of 1917 in the light of such knowledge. 

There is undoubtedly much force to that contention. 

But congress must also be presumed to know that few corporations 
pay dividends annually only; that the great majority of dividend-paying 
corporations declare dividends quarterly or semiannually and pay them 
out of earnings or profits very recently earned, whatever be the form of 
bookkeeping entry; sometimes, when none are earned, resorting to the 
surplus of previous years. 

Congress also knew that the war upon which the nation had just 
embarked might, and probably would, be a great disturbance to some 
kinds of business. To some corporations or persons manufacturing things 
needed for the prosecution of the war, great profits would accrue. The 
business of others might be greatly injured, if not destroyed, by the re- 
strictions upon transportation, use of material, labor supply, and perhaps 
in other ways. Such latter corporations might have considerable losses 
instead of profits and would have to draw on the surplus and undivided 
profits of more prosperous times to pay any dividends at all. 

To have declared by statute that any dividends declared after the act 
of 1917 must be conclusively presumed to be distribution of current earn- 
ings and taxable at the war rates of the 1917 act, and counsel for plain- 
tiff contends congress could and would have said so if it meant to include 
such earnings, would have worked much hardship and defeated to some 
extent the purpose of the act of 1917. That act was intended to greatly 
increase the revenue from the income tax. To have declared that all 
dividends must be conclusively presumed to have been distributed out of 
current profits or earnings in cases when there were none, would have 
interfered with congress’s purpose in at least these respects: 

1. The government would not be able to collect any taxes upon divi- 
dends of loss-making corporations, no matter how great their previous 
surplus, because loss-making corporations could not be compelled to, and 
would not, declare any such highly taxable dividends in the losing years 
out of previous profits and, therefore, there would be nothing to tax. 

2. The stockholder would suffer because instead of getting dividends 
regularly in lean years from the accumulations of the fat years, as in the 
case of most stable corporations, he would get no dividends at all, 
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3. The stock upon cessation of dividends would materially depreciate 
in value, causing loss to the owner and possibly tending to unsettle the 
value of other stocks. 

Confronted with the necessity of raising more revenue for war pur- 
poses and not wishing to defeat its purpose or penalize any loss-making 
corporation, and deter it from declaring dividends out of former profits, 
congress could not well enact that distributions in 1917 and subsequent 
years shall be deemed or conclusively presumed to have been made from 
the earnings or profits of the time of the distribution, when in fact there 
might be loss instead of profit, and, therefore, had to resort to language 
which would permit the loss-making corporation to declare dividends, 
though not earned in that year, out of previous profits and have them 
taxed at the rate prevailing in the year in which earned, and at the same 
time tax the profit-making corporation at the war rate on the distributions 
of the current war profits. 

Accordingly congress enacted in 1917 that distributions after August 
6, 1917, “shall be deemed to have been made from the most recently ac- 
cumulated undivided profits or surplus” and “shall be taxed to the dis- 
tributee at the rates prescribed by law for the years in which such profits 
or surplus were accumulated.” 

By this language a loss-making corporation could declare dividends 
after the act out of the most recently accumulated profits or surplus and 
the stockholder would be taxed at the rate of the year in which the profits 
were earned, and a profit-making corporation’s dividend distributions 
would be taxed at the war rate. 

To compel distribution of the war profits, section 10 (b) was in- 
serted in the 1917 amendment, providing for a tax on corporations, in 
addition to all other taxes, of 10 per cent on earnings not distributed 
within six months after the end of the calendar year in which earned, 
except such part thereof as might actually be invested or employed in the 
business, and in case of fraud in the amount of profits claimed to have 
been invested in the business the tax was 15 per cent instead of 10 
per cent. 

Under all the previous income-tax laws, dividends were taxable in the 
year when received. The 1916 act did not change the law in this respect, 
but permitted dividends declared from earnings accrued previous to 
March 1, 1913, to be distributed tax free. There was no question, then, 
under the acts of 1913 and 1916 whether the distributions of the current 
year were taxable or not, as such distributions were expressly made sub- 
ject to tax at the rate of the year when received, except, of course, dis- 
tributions from earnings accumulated prior to March 1, 1913. 

Is it conceivable that in 1917, with the country engaged in the great- 
est war in history, when more money was needed than ever before, 
congress would deliberately change the income-law and instead of having 
income taxes coming in yearly on dividends distributed each year, regard- 
less of when earned, except when earned before March 1, 1913, would pro- 
vide for an interval of a whole vear when no taxes could be levied on divi- 
dend distributions in 1917 unless distributed from the accumulated earn- 
ings of previous years? The answer must be evident. 

The later act passed in 1919, containing an additional provision that 
any distribution made after the first 60 days of a taxable year shall be 
“deemed to have been made from the earnings or profits accumulated 
between the close of the preceding taxable year and the date of distribu- 
tion, to the extent of such earnings or profits.” 

Had this language been used in the statute of 1917, this case weuld 
probably not have arisen. 

The amendment enacted in 1919 was evidently not to change the 
statute but to clarify it. 

So considered it supports the views above set forth. 

The plaintiff relies upon the definition given the words “accumulated 
undivided profits or surplus’ by works on accounting. While it is un- 
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doubtedly true these works are recognized as authorities for bookkeepers 
and accountants, and might have been known by some members of con- 
gress when the legislation in question was enacted, nevertheless it 1s 
apparent that this statute was prepared for the general public and the 
ordinary interpretation of the words must be taken rather than any tech- 
nical limitation which may be placed upon them by experts. In a tech- 
nical sense, no profits become undivided profits or surplus until they have 
been set aside at the end of an accounting period and allocated to certain 
funds known to accountants and bookkeepers as “undivided profits or 
surplus.” 

Montgomery on Auditing, Theory and Practice, pages 199-205, recog- 
nizes the distinction between the common significance and the technical 
understanding of the word, “surplus.” 

In Lewis-Southerland Statutory Construction (vol. 2, 2d ed. p. 
753), it is stated—Words in common use, and also having a technical 
sense, will, in acts intended for general expression and not dealing 
especially with the subject to which such words in a technical sense 
apply, be understood primarily in their public sense, unless they are 
defined in the act or a contrary intention is otherwise manifest. 

In common phraseology, “surplus” is that which remains when use 
or need is satisfied; it is the excess or overplus. 

The word “surplus” has been judicially defined as “that which re- 
mains after expenses and dividends.” (Words and Phrases, vol. 4, p. 607.) 

“Profits” has ordinarily been designated as the gain made in any busi- 
ness or investment, both receipts and payments taken into consideration. 
—Burdett v. Estey (3 Fed. 566, 569); Providence Rubber Co. v. Good- 
year (76 U. S. 788). 

The treasury department regulation, known as article 107, regula- 

tions No. 33 (revised), has stated the department’s construction of sec- 
tion 31 (b) of the act of 1917 in the following language: 
If a corporation distributed dividends in 1917, such dividends will be 
deemed to have been paid from the earnings of 1917, and the recipient, 
if an individual, will be liable to additional tax, if any, and if a corpora- 
tion, to income tax at the rates for the year 1917, unless it be shown to 
the satisfaction of the commissioner of internal revenue that at the time 
such dividends were paid the earnings up to that time were not sufficient 
to cover the distribution, in which case the excess over the earnings of 
the taxable year will be deemed to have been paid from the most recently 
accumulated surplus of prior years and will be taxed at the rate or rates 
for the year or years in which earned. 

This construction is in entire harmony with the views herein set 
forth. 

When the meaning of a statute is doubtful, great weight should be 
given to the construction placed upon it by the department charged with 
its execution.—United States v. Herman (209 U. S. 339). 

It is not necessary, however, in this case to resort to the construction 
by the department. 

Any other construction would make great confusion in respect to all 
the quarterly and semiannual dividends paid in 1917 and intended to be 
distributed from the earnings of that year, upon which tax at the war 
rate of 1917 has undoubtedly been paid by multitudes of taxpayers for 
the year 1917. 

Despite the inhibition contained in the statute against distribution 
of profits accrued before March 1, 1913, until the most recently accumu- 
lated undivided profits or surplus were disposed of, the corporation allo- 
cated $366,189.19 of the earnings and profits accrued prior to March l, 
1913, to the payment of the $700,000 dividend declared and distributed 
in December, 1917. The plaintiff taxpayer made a like proportionate 
allocation. The prorated earnings of 1917 to December 20, the date of the 
distribution of the aforesaid dividend, were $410,987.29, and yet the claim 
is that no part of these earnings were used in the payment of the divi- 
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dend. It can not under a fair construction of the statute be denied that 
the earnings and profits for the year 1917 were undivided profits, nor 
can it be disputed that they were the most recently accumulated earnings 
and profits which had accrued since March 1, 1913. The dividend must be 
conclusively presumed to have been paid from these profits of the year 
1917 to the extent thereof, up to the date of declaration of dividend, re- 
gardless of the language of the resolution or the intent of the company. 

The assessment was properly levied against the plaintiff and her com- 
plaint must be dismissed. 





COLORADO SOCIETY OF CERTIFIED PUBLIC 
ACCOUNTANTS 
At the annual meeting of the Colorado Society of Certified Public 
Accountants, the following officers were elected for the ensuing year: 
Ralph B. Mayo, president; Louis C. Linck, A. M. Strong and F. Elwood 
Hunt, vice-presidents; W. J. Thompson, treasurer; T. J. Witting, secre- 
tary and C. T. Flynn, auditor. 





COLORADO STATE BOARD OF CERTIFIED PUBLIC 
ACCOUNTANTS 
C. F. Helwig of Denver, has been appointed to succeed R. M. Crane 
on the Colorado state board of accountancy. The officers of the board for 
the coming year are T. Raymond Young, president; T. J. Witting, secre- 
tary; C. F. Helwig, treasurer. 





CONNECTICUT STATE BOARD OF ACCOUNTANCY 


The governor of Connecticut has appointed Herbert F. Seward of 
New Haven, Connecticut, to membership in the state board of account- 
ancy for the term of three years in succession to John Starkweather of 
Ansonia. 





F. W. Lafrentz and A. F. Lafrentz announce the formation of the firm 
of F. W. Lafrentz & Company to continue the practice heretofore con- 
ducted by them under the name of The American Audit Company. 





Robert S. Pasley and Thomas F. Conroy announce that hereafter 
they will practise under the firm name of Pasley & Conroy, with offices 
at 67 Wall street, New York. 





Smith, Brodie, Lunsford & Wright of Kansas City, Missouri, an- 
nounce that A. F. Brodie has retired, and that the firm hereafter will 
practise under the firm name of Smith, Lunsford & Wright. 





Robert J. Hyland and Francis William Hopkins announce the con- 
solidation of their practices under the firm name of Hyland & Hopkins, 
with offices at 126 Liberty street, New York. 





Wilson J. Henry and Charles A. Wright announce the formation of 
a partnership, practising under the firm name of Henry & Wright, with 
offices at 508-512 Manhattan building, Muskogee, Oklahoma. 





A. S. Fedde, Walter E. Williams and E. J. Schmiel announce the 
formation of a partnership, under the firm name of A. S. Fedde & Co., 
with offices at 55 Liberty street, New York. 





It is announced that the practice of the Certified Audit Company of 
America, Inc., New York, will be conducted hereafter under the firm 
name of Edward M. Hyans & Co. 
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Students’ Department 
Epitep sy H. A. FINNEY. 
INSTITUTE EXAMINATIONS 


[Note—The fact that these solutions appear in THe JOURNAL OF 
AccounTANCY should not lead the reader to assume that they are the 
official solutions of the American Institute of Accountants. They merely 
—- the personal opinion of the editor of the Students’ Depart- 
ment. 


AMERICAN INSTITUTE OF ACCOUNTANTS 
EXAMINATION IN ACCOUNTING THEORY AND PRACTICE 
Part II 
NOVEMBER 17, 1922, 1 P. M., to 6 P. M. 

The candidate must answer all the following questions: 

No. 1 (27 points): 

The XYZ Chemical Company manufactures one main product 
only, known as “Saltero,” and a by-product, known as “Scrapto.” 

From the following information, calculate the profit per ton 
(2,000 Ibs.) of Saltero on every ton sold: 

Saltero sells for $600.00 per ton. The selling and administration 
charges are 20% of the selling price. This product is made from 
three ingredients, N, O and P, in the following proportions and at 
the following costs: 

N 20% cost $100. per ton 
O 30% cost 50. “ “ 
P 0% cost 0. “* * 

Handling and storage charges amount to 10% of the cost of each 
ingredient. 

The plant is divided into five manufacturing departments, of which 
A, B, C and D are engaged in the manufacturing of Saltero and E 
in the recovery of the by-product, Scrapto. 

The following table shows the cost of direct labor per ton of 
product handled and the percentage of department factory expense 


to the direct labor: 
Percentage of depart- 


Direct labor mental factory expense 





Department per ton to direct labor 
BBE biidentiedccsceccsves $25.00 75% 
De SE nbc cam wsimaweaede 12.50 800% 
C Washing & drying ........ 15.00 100% 
D Grinding & packing ....... 50.00 50% 


General factory expenses that cannot be charged to any one de- 
partment amount to 50% of the total direct labor. 

In department B there is a yield of only 75% of Saltero from the 
tonnage of the ingredients mixed; the other 25% is treated in depart- 
ment E and one-half of this 25% is recovered as the by-product, 
Scrapto, the other half being entirely waste. 

A net profit of $40.00 per ton is made on the sale of Scrapto after 
all expenses of every kind are charged against it. No charge is made 
against Scrapto for the raw material from which it is recovered. 


Solution: Since there is a shrinkage of 25% in department B, four 
tons of materials must be started in department A to get three tons 
of Saltero; and the one ton of shrinkage in Department B becomes 
one-half ton of Scrapto, 
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STATEMENT OF PRODUCTION Cost 


Three tons of Saltero and one ton of Scrapto 


Materials: (Four tons): 
Pe Ge OE BRNO on enc cscccvcccnscee $80.00 


OPS. “Gee Oe SN wade shears dannacocaee 60.00 
Pt eee Ge OD hash seecidsccw sands 60.00 
MD cos nd ten tos ade u andromeda aed 200.00 
Add 10% for handling and storage .............. 20.00 
Department A: 
Ee er ey ee ar 4x $25.00 100.00 
Deartpmental factory expense ... 75% of 100.00 75.00 
General factory expense ......... 50% of 100.00 50.00 
Department B: 
NN OP re irea bd ded we haee aust 4 x $12.50 50.00 
Departmental factory expense ....300% of 50.00 150.00 
General factory expense ........... 50% of 50.00 25.00 
Total cost of four tons through Dept. B and three 
ae Ae re a ere 
Department C: 
ND 0 <n Sul on we dns Sh dee 3 x $15.00 45.00 
Departmental factory expense ....100% of 45.00 45.00 
General factory expense .......... 50% of 45.00 22.50 
Department D: 
PPOCE TOO oc ccc cccccdcvccsciocesecenct tee 3060 
Departmental factory expense .... 50% of 150.00 75.00 
General factory expense ......... 50% of 150.00 75.00 
Total cost of three tons of Saltero, and the material 
and Dept. A and B cost of one-half ton of Scrapto 
Deduct profit on one-half ton of Scrapto ............ 
Ceat oF three toms Gf Gemete 20 c cc ciccccccccccccscce 
Cost of one ton of Saltero (% of $1,062.50) ......... 


STATEMENT OF PROFIT PER TON OF SALTERO 


Se PO OE ing cincndesscabatadbedebide vanes 
ee Ce Oe a cossnnd eaten tdindscesdbscabeeent 


ey Se OO OO. bs scn0 cen snduneeanbeseeeaeas 
Deduct selling and administrative expense per ton 
Se MED - ade a adeiheadk Snes beds aueon wads 


SE Me DD Kcsnicdesdecsdsaptnesabiecewitnwentide 


$220.00 


225.00 


225.00 


670.00 


300.00 


1,082.50 
20.00 


1,062.50 


354.17 





$600.00 
354.17 


245.83 


120.00 


$125.83 


or aay = —_ 


ee 
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Profit on the sale of a by-product may be treated as a deduction 
from the cost of the main product, as was done in this solution, or 
it may be separately shown in the revenue statement. The first method 
is adopted here because the by-product is not charged with any por- 
tion of the cost of the raw material nor with any portion of the costs 
in departments A and B. Hence the profit of $40.00 per ton on the 
by-product is not a true profit but is rather a recovery of a portion 
of the cost of materials lost in shrinkage. 


No. 2 (30 points): 

On January 1, 1915, a company issued $10,000,000, 10 year, 6% 
convertible bonds, interest payable semi-annually on July Ist and 
January lst. The bonds are convertible at 105 and accrued interest 
into capital stock at par (100) and accrued dividends on any February 
lst or August Ist after 1918, and balances are to be adjusted in cash. 
The stock pays regular quarterly dividends of 2% on January 15th, 
April 15th, July 15th and October 15th, respectively. 

The bonds when issued were underwritten at 96 by A, B & Co. 
bankers, and legal, printing and other expenses were incurred, inci- 
dent to the issue of the bonds, amounting to $100,000, which was set 
up on the books, together with the bond discount, as a deferred charge 
to be amortized over the life of the bonds. There is a provision in 
the trust deed giving the company the option of calling for redemp- 
tion at 105, on any interest date after 1918, any part of the bonds then 
outstanding (in multiples of $100,000) with the usual requirements as 
to due notice, etc. 


On February 1, 1919, $3,000,000 bonds were converted. 

On August 1, 1919, $2,000,000 bonds were converted. 

On February 1, 1920, $1,000,000 bonds were converted. 

On March 1, 1920, $1,000,000 bonds were bought in the open mar- 
ket at 104 and accrued interest and thereupon cancelled. 


During April, 1920, $1,000,000 bonds were called for redemption 
on July 1, 1920, but only $990,000 of the called bonds were delivered 
for redemption on that date and the balance of $10,000 was still out- 
standing at the close of 1921. The July 1, 1920, coupons were detached 
from the called bonds redeemed and were separately paid. 


(a) Formulate journal entries reflecting the above described 
transactions with respect to the issue, conversion (February 1, 1919, 
transactions only), purchase and redemption of the bonds. Provide 
for a “bondholders’ conversion clearing’’ account to clear the conver- 
sion transactions and give effect, by journal entry, to the cash liqui- 
dation of the balances incident to those transactions. Also provide 
for the following accounts: 


“Accrued interest on convertible bonds.” 
“Accrued dividends on capital stock.” 
“Premium on convertible bonds.” 


It is not desired that you set up the above suggested accounts in 
ledger form but merely provide for them in your journal entries; make 
a brief explanation of each journal entry, commencing with the words, 
“To record the....” 

(b) State the balance in “unamortized debt discount and expense” 
at the close of 1918, 1919, 1920 and 1921, amplified by a summary show- 
ing how you have arrived at your answers and giving consideration to 
the propriety of carrying, as a deferred charge, that portion of “un- 
amortized debt, discount and expense” applicable to called bonds un- 
redeemed. Prove the balance at the close of 1921 by an independent 
computation. 
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(c) State whether interest should or should not be accrued after 
July 1, 1920, on the $10,000 called but unredeemed bonds. Would your 
answer be the same with respect to interest on matured bonds out- 
standing? 

(d) State when and how you would dispose of the “accrued divi- 
dends on capital stock” account and the “premium on convertible 
bonds” account. 

Note: In answering the above questions, take cognizance of years, 
months and half-months and no other periods of time. 


Solutson: (a) JOURNAL ENTRIES 


ENTRIES FOR ISSUE OF BONDS 


BS 5s sikcecbanemacesa he meiasnr eae eeduen $9,600,000.00 
Unamortized debt discount and expense ... 400,000.00 
6% convertible bonds payable .. $10,000,000.00 


To record the issue of $10,000,000 of 
bonds, underwritten by A, B & 
Co., at 96. 
Unamortized debt discount and expense.... 100,000.00 
RANE. dep aicratee aiiarain Aa motel dias re 100,000.00 
To record the payment of legal, 
printing and other expense inci- 
dent to the issue of bonds. 


ENTRIES FOR CONVERSION OF BoNDs INTO STOCK 
February 1, 1919 


There is an element of uncertainty in the problem as to the cash 
settlement with each bondholder. Is the cash settlement to each bond- 
holder to be based on the difference between the surrender value of a 
single bond and the value of an equivalent number of shares, regard- 
less of the number of bonds held? Or if a bondholder owns several 
bonds will he receive more than a pro-rata number of shares of stock 
with a corresponding reduction in the cash settlement? 

Assuming that the cash settlement is based on one bond, regard- 
less of the number held, and that the bonds are for $1,000.00, the settle- 
ment would be: 


Per bond Total 





ER ee eye rae TT me mee Re nT $1,000.00 $3,000,000.00 
NN Ee Le SRT ka re eer 50.00 150,000.00 
Accrued interest for one month—%*#% .......... 5.00 15,000.00 





1,055.00  3,165,000.00 





OY NEI iio aig drastic s cae ceiacnai 1,000.00 3,000,000.00 
Accrued dividend: 10 shares at 33% cents ...... 3.33 9,990.00 





1,003.33  3,009,990.00 





ee Creer ree a $51.67 $155,010.00 
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To illustrate how the cash payments would be reduced if several 
bonds were held by one person, and if additional shares of stock were 
issued instead of paying cash when the cash settlements, as indicated 
above, exceeded the value of a share of stock, assume that all of the 
bonds were owned by one holder. 


Value of bonds (as in statement above) .... $3, 165,000.00 
As each share of stock has accrued dividends 

for one-half month at 2% per quarter, 

or 1/6 of 2%, the accrued dividend on each 

$100 share of stock is 33% cents. There- 

fore the charge for each share of stock 

will be $100.338%. And _ $3,165,000+ 

100.3344=31,544, the number of shares 


issued. 
Par value Of ghates sated ....cccccsescees $3,154,400.00 
Accrued dividends—1/6 of 2% of $3,154,400 .. 10,514.67 
3,164,914.67 
Ce RATIO sais is ois Baca kecenkeaese $85.33 


Thus it becomes evident that the cash settlement may vary from 
$155,010.00 to $85.33, depending on whether extra shares of stock are 
issued instead of paying cash, and depending on the number of bonds 
held by the several individuals. As it is unreasonable to assume that all 
bonds are held by one person, the second alternative, allowing a total 
cash settlement of $85.33 is highly improbable. And as there is no in- 
formation as to the number of bonds owned by the various holders, we 
are thrown back to the first alternative. 


MUG ID ck oc toxdus se danuecsaeeia. ahan $1,250.00 
Unamortized debt discount and expense $1,250.00 
To record the amortization of discount 
for one month on $3,000,000 of bonds 
to be converted into stock. 
Discount and expense per million 
OE | ict catia deensiususcan $5,000 





Discount and expense per million 
a re 2,500 
Millions converted ........... 3 


Discount and expense ffor_ six 
months on 3 millions ........ 7,500 





Discount and expense for one 
month on 3 millions ......... 1,250 


PI Svs ss cdcecuvienss.cossmasasenareaeans 88,750.00 
Unamortized debt discount and expense 88,750.00 
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To record the writing off of discount and 
expense applicable to future periods 
on bonds converted: 

Discount for 1 month on 3 mil- 

BOD Nica Garsdadctencdavewacaas $1,250 





Discount for 5 months (Feb. 1, 

1919 to July 1, 1919) ........ 6,250 
Discount for 5% years (July 1, 

1919 to December 31, 1924) or 





11 periods of 6 months ...... 82,500 
NE caus Unde ued auc Kelman 88,750 
I 55 Sak oi onde toes down eeees 


Accrued interest on convertible bonds 

To record the accrued interest for one 
month at 6% per annum on $3,000,000 
of bonds to be converted. 

6% convertible bonds payable .............. 

Accrued interest on convertible bonds....... 

Premium on convertible bonds ............. 
3ondholders’ conversion clearing ac- 
OE Weak cbse cS caSsestcdinwics 

To record the credit passed to bond- 
holders’ account for par of bonds to 
be converted into stock, for accrued 
interest for one month, and for 5% 
premium, 

Bondholders’ conversion clearing account 
ee Pe er eee 
Accrued dividends on capital stock .. 
RANMA als pantiidauGcctmansetae kak mre ates 

To record the issue of 10 shares of stock, 
par $100, for each $1,000 bond con- 
verted. Settlement made as follows: 


For each bond: par .......... $1,000.00 
MI 5 Sea eats ware Dud 50.00 
Accrued interest ......... 5.00 


Total credited for bonds.. 1,055.00 





Stock—10 shares ......... 1,000.00 
Accrued dividend-$.3344x10 3.33 
Total charged for stock .. 1,003.33 
Cash settlement per bond 51.67 
Multiply by number of bonds 3,000 


Total cash payment to 
bondholders .......... $155,010.00 
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3,000,000.00 
15,000.00 
150,000.00 


3,165,000.00 


$15,000.00 


3,165,000.00 


3,000,000.00 
9,990.00 
155,010.00 
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ENTRIES FOR REDEMPTION OF BoNDs 
March 1, 1920 
Re SNE 8 oon bas ro FG hn or. hae ee es $833.33 
DIE aba cnccccc bass cere meten thee tones 24,166.67 
Unamortized debt discount and expense $25,000.00 
To record the writing off of the discount 
and expense applicable to future 
periods on bonds redeemed. 
Discount and expense per six 
months per million ...... $2,500.00 
Discount and expense from Jan. 
1, 1920 to March 1, 1920— 
expired period, to be 
charged to interest ...... 833.33 


Discount and expense from 
July 1, 1920 to December 
31, 1924—unexpired period— 
ee OS ic dictdeiesiaea 22,500.00 
Discount and expense from 
March 1, 1920 to July 1, 
1920—unexpired period—4 
ere ey rears | 1,666.67 


Total charge to surplus $24,166.67 


6% convertible bonds payable .............. $1,000,000.00 
Premium on bonds (or surplus) ........... 40,000.00 
EY, ds cca anendasan sense abeneeeee 10,000.00 
RP ee rt eke eee eo ee 1,050,000.00 
To record the purchase and cancellation 
of bonds: 
ete ke ae eal ake ale $1,000,000 
Mi er 40,000 
Interest for 2 months at 6% 
ONT DOP. 6sind pesiascowesis 10,000 


$1,050,000 


ENTRIES FOR Bonps CALLED 
as of July 1, 1920 
POPPER EL EE LT ECE OE $2,500.00 
IID a oscha gin nts a dae again Aes paca es 22,500.00 
Unamortized debt discount and expense $25,000.00 


143 








The Journal of Accountancy 








To write off the discount and expense 

applicable to the bonds called: 
Discount from Jan. 1, 1920 to 

July 1, 1920—1 period.... $2,500.00 
Discount from July 1, 1920 to 

Dec. 31, 1920—9 periods .. 22,500.00 


MEE oc whe aici dae wie okie $25,000.00 
6% convertible bonds payable .............. $1,000,000.00 
2 PO Pere ro neem eee $990,000.00 
Called bonds payable not surrendered 10,000.00 


To record the delivery of and payment 
for $990,000.00 of bonds, and the call 
and non-delivery of $10,000.00 of 
bonds. 


(b) AMORTIZATION UF DEBT DISCOUNT AND EXPENSE 


NE «2 Aelia pad a ahacucae aoe $400,000.00 
MINI © ssca oa abies oancwla ea eee eel eaareaald 100,000.00 
PT ncdcbcedddeaerneeedaaennaabainmenin $500,000.00 


Or $50,000.00 per million of bonds for 10 
years. 
Or 5,000.00 per million of bonds per year 
Or 2,500.00 per million of bonds per six 
months. 
Total to be amortized (as above)........... $500,000.00 
Amortization for 1915, 1916, 1917 and 1918— 
four years: 
4 (years) x10 (millions outstanding) x 


PND asencccccccccvcsescasonsees 200,000.00 

Balance: January 1, 1919 (or $80,000 per 

RD oe ties toa ch ee eke ee 800,000.00 
February 1, 1919: 

To bond interest: 1/6 of 3x $2,500.00... 1,250.00 

SED. ‘Sctxicine cs dumaamaebeneakuans 88,750.00 90,000.00 

BOOIAMCE UMAMIOTUZER ook. ccc sccccccccs 210,000.00 
July 1, 1919: 

To bond interest: 7x $2,500 ........... 17,500.00 


Balance unamortized (or $27,500 per 


PN. Sacavncaneeuecinemeben ie 192,500.00 
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Aug. 1, 1919: 
To bond interest: 1/6 of 2x $2,500...... 


To surplus: 2x $27,500—..... $55,000.00 
Less amount charged to 
ME, citvatnicdenens 833.33 


Applicable to future periods 


Balance unamortized ..............-005- 
Jan. 1, 1920: 
To bond interest: 5x $2,500 ........... 


Balance unamortized (or $25,000 per 
REE  sxesscceduneanedneaseouent 
Feb. 1, 1920: 
To bond interest: 1/6 of 1x 


Dy scéueedubebentinceaddsnsebens 

To surplus: 1x $25,000—..... $25,000.00 
Less amount charged to 

MORNOENE Access sdadsande 616.67 


Applicable to future periods 


Balance unamortized ...........ccccceee. 


March 1, 1920: 
To bond interest: 4% of 1x $2,500 ...... 


To surplus: 1x $25,000....... $25,000.00 
Less amount charged to 
re errr 833.33 


Applicable to future periods 


Balance unamortized .................5. 
July 1, 1920: 

To bond interest: 3x $2,500 ............ 

To ourpiue: LRERB BOO 2c... ccc cccsecs 


Balance unamortized (or $22,500 per 
DEE at sV ch aes ch ecinee tena us 


Jan. 1, 1921: 
To bond interest: 2 x $2,500 ............ 


July 1, 1921: 
To bond interest: 2x 2,500 ............ 


Dec. 31, 1921: 
To bond interest: 2x 2,500 ............ 


Balance unamortized at December 31, 1921.. 
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$833.33 


54,166.67 


$55,000.00 





616.67 


137,500.00 


12,500.00 


125,000.00 














24,383.33 25,000.00 
$100,000.00 

833.33 
24,166.67 25,000.00 
75,000.00 

7,500.00 
22,500.00 30,000.00 
$45,000.00 

5,000.00 

5,000.00 
5,000.00 15,000.00 
$30,000.00 
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Proor By INDEPENDENT COMPUTATION 


The discount and expense per million per year was .......... $5,000.00 ° 
Millions of bonds outstanding December 31, 1921 ............ 


Discount and expense to be written off per year of remain- 
St SE bide shadnciewch ne sesdens Kbadessie Onn knaebebewen a ‘10,000.00 
3 


Remaining years of life: 1922, 1923 and 1924 ................. 
Discount to be written off (as above) .............eeeceeees $30,000.00 


(c) Interest should not be accrued on the $10,000.00 of called bonds 
not delivered. Otherwise, the bondholders by refusing to deliver could 
render the call agreement nugatory. 

The answer would be the same with respect to matured bonds out- 
standing if they were not presented by the bondholders, for it is their 
duty to make presentment. Interest would not stop if the holders 
made presentment but were unable to collect. 


(d) At the dividend dates, the accrued-dividend-account balances would 
be disposed of by entries as follows: 


Dividends 
Dividends payable 
2% on stock outstanding. 
Dividends payable 
Cash 
Payment of 2% dividend. 
Accrued dividends on capital stock 
Dividends 
To close the accrued dividends account. 


Surplus 
Dividends 
To charge surplus with dividends paid, less accrued divi- 
dends compensated for at date of issue of stock. 


The premium on convertible bonds could be written off to surplus 
at once, or treated as discount on stock would be treated; i. e., written 
off gradually. Since the discount applicable to future periods on bonds 
converted is written off at the time of conversion, the premium on the 
bonds is virtually discount on stock. But this would not apply to the 
4% premium on the bonds called and paid in cash. 


No. 3 (10 points) : 

Under what conditions is it impossible to set up on the general 
books, before the stock books are closed, the exact amount of divi- 
dends declared? Assuming these same conditions, is the maximum 
amount payable under the resolution known before the stock books 
are closed? 

Answer: Since the amount of the dividend depends upon the amount 
of stock outstanding and the rate of dividend declared, and since the 
rate will be known, the only element which could be unknown is the 
amount of stock outstanding. This might be unknown if the company 
is selling stock through agents whose sales will not all be reported 
until the date of closing the stock books. The maximum amount of 
dividend payable could in that case be computed by multiplying the 
tota! authorized issue by the dividend rate. 

On the other hand, preferred stock retirements may be taking 
place, under the direction of a sinking-fund trustee who may not re- 
port all retirements until the date of closing the stock books. In this 
case the maximum dividend could be computed by multiplying the 
stock outstanding at the last report by the dividend rate. 
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No. 4 (10 points) : 
_In auditing the accounts of the M. & N. Corporation for the 
period ended September 30, 1922, you find the following items: 


(A)—Bonds maturing November 1, 1922............ $5,000,000 
(B)—Cash on deposit with trustee to meet maturing 

I ON hi a oe ie 5,000,000 
(C)—Bonds maturing April 1, 1940................ 7,500,000 


(D)—Outstanding notes of $300,000 each, given under 
an agreement to purchase for $2,000,000 the 
land upon which the corporation’s plants are 
erected. These notes are of equal amount, 
maturing serially on February Ist of each 
ONE os ia ssc icane tcdcndiaaadocibaabowenss 900,000 


(E)—A claim against the company for damages 
which, in the opinion of the corporation’s at- 
torney, will be settled for $35,000 .......... 50,000 


State how you would show the foregoing items on the balance- 
oo to which you would certify as of September 30 (October 1), 
922. 

Answer: (A and B). The bonds are current liabilities in the sense 
that they are to be paid in the near future, and this fact should be 
brought out in the balance-sheet; they are not current liabilities, how- 
ever, in the sense of having to be paid from current assets or working 
capital. To include the bonds among the current liabilities and to in- 
clude the cash in the trustee’s hands among the current assets, would 
probably be misleading because it would distort the real current asset 
and current liability, or working capital, ratio. It would probably be 
best to show the bonds under the fixed liability caption with a clear 
statement as to their maturity, and to show the cash under a sinking- 
fund heading with an equally clear statement as to the use to be made 
thereof in the near future. 


(C) The bonds maturing eighteen years hence should be shown 
as fixed liabilities. 


(D) The note maturing on the following February Ist, should be 
shown as a current liability; the other two should be shown as fixed 
liabilities. 

(E) If the attorney’s estimate is a reasonable one, the reserve 
should be for $35,000.00. Presumably the reserve will be set up by 
a charge to profit-and-loss, and the profits should not be under-stated 
by setting up a reserve of more than the probable expense. The re- 
maining $15,000.00 may, if desired, be set up out of surplus. 


No. 5 (23 points) : 

You are requested to make an audit of a concern which keeps its 
books on a cash basis and you receive instructions to prepare a revised 
statement of profit-and-loss and surplus for the year ended Decem- 
ber 31, 1921, and a revised balance-sheet as at January 1, 1922, upon 
an accrued basis. The books of the company were closed at the end 
of each year and had been closed for 1921 prior to the commencement 
of your audit. 

What entries would be necessary to bring the books into con- 
formity with your statements, so far as the following insurance ac- 
count is concerned? 

What would be the amount of insurance shown on your profit- 
and-loss account and what items, taken from this account, would ap- 
pear on the balance-sheet? 
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INSURANCE ACCOUNT 
1920 DEBITS 
July 2 Premium on fire insurance policy (build- 
ing) covering period from 8/1/20 to 
NIGRIEE -psiciircaecwdvebascancanesonats $2,400.00 
Aug. 15 Premium on fire insurance policy on stock 
of goods — period from 8/1/20 to 
REEF kc a chewed cadmeennadna Nene 1,800.00 
Sept. 1 Premiums on employees’ fidelity bonds— 
period from 8/1/20 to 7/31/21 ....... 3,000.00 
Oct. 25 Shortage of R. Jones to be reimbursed by 
Fidelity Insurance Company ........ 900.00 
—— $8,100.00 
1921 
Feb. 8 Premium on liability insurance on trucks 
and salesmen’s autos—8/1/20 to 7/31/21 $4,500.00 
Mar. 31 Fire insurance on new building during 
construction—3/31/21 to 7/31/21 ..... 7,500.00 
Apr. 5 Additional premium on fire insurance 
(building) due to increased valuation-—- 
BSTRSR OD TIBIFEE oi cece cicaces es 250.00 
July 1 Premium on fire insurance policy (build- 
ing) 7/1/21 to 6/30/22, covering new 
building and increased valuation of old 
RE So aidcaus xc rerarar tana so ead hiv pene dds 1,500.00 
Aug. 1 Premium on fire insurance policy on stock 
of goods—period 8/1/21 to 7/31/22... 1,400.00 
Aug. 1 Premiums on employees’ fidelity bonds— 
rae OD CIO Ris ois casincawnns 3,000.00 
Dec. 15 Defalcation of P. Smith to be reimbursed 
by Fidelity Insurance Company in 1922 2,000.00 
—_—_—_ 20,150.00 
1920 CREDITS 
Dec. 1 Refund due to reduction in rate on fire 
insurance on building—period 12/1/20 
eR a ee ere $ 200.00 
Dec. 31 Transfer to profit-and-loss to close out 
RR Oe re ee” 7,900.00 
——— $8,100.00 
1921 
Apr. 15 Payment by Fidelity Insurance Company, 
reimbursement for loss—R. Jones— 
DEE <eddsnnescdchantadedeeweeeidl $ 900.00 
Dec. 31 Transfer to profit-and-loss to close out ! 
UE a sainle ba. cas de eeeeeeecaeees 19,250.00 
————_ $20,150.00 
1921 





Dec. 31 Premium on liability insurance on trucks 
and autos—period 8/1/21 to 7/31/22, 
amounting to $4,500.00—had not been 


paid. 
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(a) Should have been charged to Fidelity Insurance Company. 
May be ignored now, because offset by (e). 

(b) Should have been charged to the building account, since it 
was paid for insurance during the construction period. 

(c) Should have been charged to Fidelity Insurance Company. 

(d) Should be credited to the insurance company or the brokers. 

(e) Should have been credited to Fidelity Insurance Company. 
Offsets (a) above. 

(f) Credit to surplus as of January 1, 1921. 

(zg) Credit to profit-and-loss—1921. 

(h) Charge to unexpired insurance. 


EE SEE nveciunbenchicdonanetcddnanneeba $7,500.00 

Fidelity Insurance Company .................200% 2,000.00 

SE SMI sb.id Kavi cntwnkaodesvaencesws 6,571.67 
Insurance company or brokers .......... $4,500.00 
Surplus—as of January 1, 1921 .......... 3,535.00 
Profit-and-loss—1921  ............ceceeces 8,036.67 


To adjust the books in accordance with the 

analysis of the insurance account. 

The profit-and-loss statement for 1921 should have a charge for 
insurance of $11,213.33. The balance-sheet as of January 1, 1922 (or 
in reality December 31, 1921), would have the following items: 


Addition to building account ............ 7,500.00 
Charge to Fidelity Insurance Company... 2,000.00 
UMeEpired MIAUIFANCE 2... cccccccccevccces 6,571.67 
Liability for insurance not paid for ...... 4,500.00 


The March 31, 1921, item of $7,500.00 is said to be for insurance 
on the building during the construction period, and hence is charged 
to the building. This item indicates that the construction period ex- 
tends to July 31, 1921. On July 1, an additional premium of $1,500.00 
is paid for insurance on the old and the new buildings, beginning 
July 1. If the construction period for the new building really ex- 
tends to July 3lst, it would seem that a portion of the $1,500.00 is 
insurance on the new building during construction but there is no informa- 
tion by which a distribution can be made between the premium on 
the old and the premium on the new building. Hence the entire 
$1,500.00 is charged to operations. 
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INCOME TAX PROCEDURE, 1923, by Roperr H. MontcoMery. 
Ronald Press Company, New York. 1750 pages. 


The first characteristic of the 1923 edition of Montgomery’s Jncome 
Tax Procedure which strikes one is its marked improvement in size and 
weight over the 1922 issue. While the present volume isn’t exactly a 
vest-pocket edition, nevertheless it is possible to take it home o’ nights 
and still carry something else at the same time. Its improvement was 
secured chiefly by the use of thinner paper, but partly by the reduction 
in pages from 1936 in its predecessor to 1784 (in all) in this one. This 
page reduction was accomplished without any change in the plan of the 
book. The excess-profits-tax supplement was reduced by 82 pages, 50 
pages of forms were omitted and the section concerned with the deter- 
mination of income was shortened by 65 pages. On the other hand, the 
indexes have been increased by 25 pages, principally by the addition of 
one covering treasury department rulings, ten pages have been added to 
the preface and table of cases, and the section dealing with administra- 
tive matters has been enlarged by 14 pages. 

The typography is excellent; a casual reading failed to disclose any 
misprints. This year’s manual was in the hands of the public on January 
Ist. For this we are indebted to the author’s organization of collabora- 
tors and material and to congress which considerately refrained from 
tinkering with the 1921 act. 

In the introductory chapter there is enough historical and general 
information to enable one to use the book effectively. Indeed, it would 
be difficult to pass on some of the unsettled questions arising under the 
1921 law without a fair knowledge of the development of income taxa- 
tion since Wisconsin’s experiment in 1911. Among matters of general 
interest is the tabulation of personal returns for 1920 published by the 
commissioner, which shows that over one-third were for incomes of 
$2,000 or less, over one-third were for incomes between $2,000 and $3,000 
and five-sevenths were for $5,000 or less. This seems to indicate the 
wide-spread existence of tax-exempt securities, which the author argues 
in a later paragraph must be reduced or eliminated unless the whole 
future of income taxation at progressive rates is to be threatened. In 
this chapter it is pointed out that the 1921 law has increased rather than 
decreased the technical difficulties of determining net income. 

In commenting on the main sections of the book, it is impossible 
within any reasonable space to call attention to each point of value. 
Even without the restriction of space, real thoroughness would be un- 
attainable because of the very limited time between publication and the 
date when this review had to be submitted. It is hoped, however, that 
some of the outstanding features of the volume will be indicated. 

There are few matters with which one can disagree and those few 
are comparatively unimportant. In the 1922 review the opinion was ven- 
tured that some attention should have been given to the taxability (under 
the normal tax) of so-called interest on savings-bank deposits. In the 
present issue, this matter is discussed but not as fully as might be justified. 
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It is presented in two distinct places, under interest and under dividends, 
without cross references, and in the general index ingenuity is required 
to find either one. If the matter is of sufficient importance to warrant 
an opinion by the counsel for the American Bankers Association, it is 
important enough to be indexed clearly and discussed adequately in this 
tax manual. In the chapter on the estate tax, the author continues to 
argue against the taxability of life insurance payable to beneficiaries 
other than the estate, on the premise that the proceeds of such insurance 
were never liable for decedent’s debts. It was suggested in the 1922 re- 
view and it is still believed that this is too broad a statement. A quick 
reading of the volume reveals a few minor points like these two, where- 
on one might reasonably disagree with the author, but viewed as a whole, 
it is difficult to see how a more practical manual of this kind could be 
prepared. 

In part I, application and administration, one of the most useful 
chapters is that on penalties. In it is an explanation of what constitutes 
negligence on the tax-payer’s part. It contains also a chapter on the 
organization of the bureau and the procedures to be followed by tax- 
payers and by persons who seek to represent them before the treasury. 
A troublesome matter of procedure is the preparation of appeal papers 
and agreements between the commissioner and the taxpayer; this is ex- 
plained and illustrated. Taxpayers are told in what circumstances they 
may apply for an injunction against the collection of a tax. The author 
suggests a solution of the difficulty of reporting the exact salary or wage 
payment to each individual employe; he proposes that the regulations 
be changed to permit the employer to report merely the name and address 
of each employe who received $1,000 or more during the year. 

In part II, income, the author discusses the difficulty of calculating 
the tax to be borne by the recipient of a bonus based on net profits after 
deduction of the income tax and refers to his formula given in his 1922 
edition. Foreign exchange is treated in detail and the important subject 
of inventories is given an entire chapter. The new topic of capital gains 
is handled in two chapters, one of which contains a chart showing 
graphically the effect of differences between prior cost and value at March 
1, 19138. Stock dividends on stock of no-par value are considered at 
length. A highly technical section, but one of value to oil and mineral 
companies, is that dealing with dividends paid from depletion reserves 
based on discovery value. 

Part III presents the subject of deductions. Fifty pages are devoted 
to specific and definite suggestions about depreciation rates and practices 
and in them one can find almost any kind of asset listed and a reasonable 
depreciation rate suggested. In another chapter occurs one of the author’s 
humorous touches, which help to make the book readable despite its en- 
cyclopedic nature. He tells of the disallowance as an expense of an 
item which was then allowed as a deductible loss. Of this hairsplitting, 
he says, “For a distinction without a difference, the foregoing takes first 
prize.” 

The author’s language is vigorous as well as lucid. In part IV, 
special classes of taxpayers, he refers to the recent epidemic of stock 
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dividends as “due to the hysterical suggestions of uninformed persons,” 
and then he discusses that expedient as a means of evading section 220. 
After the chapter on the taxation of undistributed corporate profits, the 
author includes non-resident aliens, fiduciaries, insurance companies and 
farmers. 

The book is brought to a formal close by part V, which consists of a 
chapter on the federal estate tax and one on the federal capital stock 
(excise) tax. Following these chapters is the 1921 act and an appendix 
by way of supplement to the excess-profits-tax procedure of 1921. A 
valuable feature of that supplement is the chapter on relief sections; 
application for relief must be made prior to April 1, 1923. 

This review can be summarized, perhaps, by stating that the 1923 
edition is an exceedingly useful tax manual. It is not a course of study 
for the novice, but it should be in the hands of attorneys, accountants, 
corporate officers and others who have to do with the preparation or re- 
view of returns. It can be used to the best advantage by those who have 
access to one or more of the preceding editions. 

Haroitp DupLEY GREELEY. 





FEDERAL INCOME TAX PROBLEMS—1922, by E. E. Rossmoore. 
Dodd, Mead & Company, New York. Leather, 541 pages. 


There are two ways of writing commentaries on the income-tax 
laws. The first, and the customary one, is to take up the acts section by 
section, quoting the law, explaining its application, noting exceptions and 
distinctions evolved through court and treasury decisions, and perhaps 
giving practical illustrations now and then. This method is followed in 
the official treasury regulations and pre-eminently by Col. Montgomery 
in his standard work. The other method states a practical problem under 
each section of the law, gives the correct solution, and then quotes the 
section or paragraph of the law upon which the solution is based. This 
is the method followed by Mr. Rossmoore in Federal Income Tax Prob- 
lems—1922. As an example take, 


Facts: PROBLEM 13. 

The Atlas Book Concern on December 27, 1921, declared a cash 
dividend payable December 31, 1921. Dividend checks were accordingly 
mailed on December 31, 1921, but out-of-town stockholders did not re- 
ceive their checks until early in 1922. 

Question: 

For what year do the out-of-town stockholders, reporting on the 
calendar-year basis, report as income the dividends mailed to them in 
1921 but received by them in 1922? 

Answer: 

The dividends should be reported as income in 1921. 
References: ; 

Sec. 201 (e) (quoted in full). 

The first method is that of the lawyer or accountant who studies the 
law as a whole. The second meets the needs of the tax-payer who has 
certain concrete, practical problems to solve in making up his return, 
and who wants the answers in as brief and authoritative form as pos- 
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sible. With the help of a good index and table of contents, he looks up 
the problems in the book which correspond to his own and finds the 
answers stated in plain terms. He is not perplexed, and perhaps led 
astray, by discussions of modifications that may have been made by court 
decisions or treasury rulings. Mr. Rossmoore has digested all that in 
advance; his answer represents—or is supposed to represent, the latest 
official interpretation. 


While the work shows every evidence of the most careful preparation, 
it must be admitted there is some danger for the unwary reader who is not 
trained to weigh the meaning of words, or to state even in his own 
mind the exact terms of his own problems. Take the one quoted above 
for example. Many careless readers are apt to jump at the conclusion that 
any dividend cheque received early in January must be returned as in- 
come for the previous year, failing perhaps to have noticed on the ac- 
companying letter of transmissal the date when the dividend is payable. 
I think Mr. Rossmoore would have made the point clearer if he had 
added another problem with the due date changed to January 2nd. In that 
case the stockholders would return the dividend as income for 1922. Of 
course a writer cannot be expected to supply brains for his readers, but 
as this book is obviously written for the purpose of saving brainwork 
on the part of its readers it cannot be made too plain. Another point of 
weakness as compared with the usual method of treatment is that while 
the book appears to be all-comprehensive, yet, as the pile of internal 
revenue bulletins on my desk indicates, there must be a number of prob- 
lems arising since March, 1922, which are not included. This, of course, 
affects any method of treatment, but in this case it would mean that 
the reader relying on the book would be left in the lurch, or might even 
make an erroneous return based on previous practice. But this cannot 
be helped. No doubt there will be forthcoming an up-to-date edition for 
1923. 


W. H. Lawton. 


Cummings & Robinson announce the opening of branch offices 
in the Star Building, Washington, D. C. and the American Casualty 
Building, Reading, Pennsylvania. 





The surviving partners of Lawrence E. Brown of Philadelphia 
announce the continuation of their practice, retaining the organization 
and name of Lawrence E. Brown & Company. 


Naramore & Niles, Rochester, New York, announce that William 
B. Franke has been admitted to partnership and that the firm name 
hereafter will be Naramore, Niles & Co. 
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BEN MORRIS 


Ben Morris, member of the American Institute of Accountants and 
a certified public accountant of Colorado, died at the Fitzsimons general 
hospital in Denver, November 14, 1922. Mr. Morris was partner of 
the firm of Morris, Keller & Co. During the war he was commissioned 
captain in the reserve corps and was one of the first to be sent overseas 
where he remained until the close of the war. Upon his return he im- 
mediately entered the government hospital at Waynesville, North Caro- 
lina, suffering from illness caused by gas and exposure. In an endeavor 
to regain his health he was transferred from one part of the country 
to another and finally was brought to Denver shortly before his death. 





MAX TEICHMANN 


Max Teichmann, member of the American Institute of Accountants, 
certified public accountant of Maryland, died at Baltimore, December 27, 
1922. To all who have been for many years associated with the develop- 
ment of accountancy, Mr. Teichmann’s name is familiar. He was always 
interested in accounting matters both state and national, and was an 
enthusiastic supporter of everything that made for progress. 





THOMAS E. TURNER 


Advice has been received of the death at Louisville, Kentucky, of 
Thomas E. Turner, member of the American Institute of Accountants. 
Mr. Turner was one of the pioneers of the profession and was well- 
known to all members of the Institute who were in the habit of attending 
annual meetings. He was senior partner of the firm of Turner, Spencer 


& Co. 





Arthur B. Cornwall announces the dissolution of the Nassau Audit 
Company and the continuance of the practice under his own name. 





Anthony B. Manning announces the opening of an office at 154 
Nassau street, New York. 





West, Flint & Co., New York, announce that William H. West has 
now returned to practice and resumed his membership in the firm. 





Patterson, Teele & Dennis announce the opening of a branch office 
in the Continental building, Baltimore, Maryland. 


Homes & Davis, New York, announce that Theodore Phillips has 
been admitted to the firm. 





Joseph B. Deutsch announces the opening of an office at 41 East 
42nd street, New York. 





Louis J. Muehle & Co., Des Moines, Iowa, announce that the firm 
name has been changed to Muehle, Ream & McClain. 





Samuel Newberger & Co. announce the removal of their offices to 
38 Park Row, New York. 


155 








Current Literature 


Compiled in the Library of the American Institute of Accountants 

[Photostatic reproductions (white printing on a black background) of 
most of the articles listed in THE JouRNAL oF ACCOUNTANCY or Account- 
ants’ Index may be obtained from the library of the American Institute 
of Accountants, 135 Cedar Street, New York, at a rate of 25 cents a page 
(8% in. x 11 in.) or 30 cents a page (11% in. x 14 in.) plus postage. 
Members and associates of the American Institute of Accountants are 
entitled to a discount of 20 per cent. Identify the article by author, title, 
name of periodical in which it appeared, date of publication and paging. 
Payment must accompany all orders.] 


ACCOUNTANCY 


Australia 
Brentnall, Thomas. Address. Pusiic AccouNTANT, Oct., 1922, p. 116-28. 


ACCCUNTANTS’ SOCIETIES 
Institute of Cost and Works Accountants, Scottish Branch. Cost Ac- 
COUNTANT, December, 1922, p. 219, 228-35. 
ACCOUNTING 


Beers, James W. IJnvested Capital Accounting; Based on the Internal 
Revenue Act of 1918; Washington, Accountants’ Publishing Com- 
pany, 1922. 307p. 
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keeping. New York, Dodd, Mead and Company, 1922. 127p. 
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It is presented in two distinct places, under interest and under dividends, 
without cross references, and in the general index ingenuity is required 
to find either one. If the matter is of sufficient importance to warrant 
an opinion by the counsel for the American Bankers Association, it is 
important enough to be indexed clearly and discussed adequately in this 
tax manual. In the chapter on the estate tax, the author continues to 
argue against the taxability of life insurance payable to beneficiaries 
other than the estate, on the premise that the proceeds of such insurance 
were never liable for decedent’s debts. It was suggested in the 1922 re- 
view and it is still believed that this is too broad a statement. A quick 
reading of the volume reveals a few minor points like these two, where- 
on one might reasonably disagree with the author, but viewed as a whole, 
it is difficult to see how a more practical manual of this kind could be 
prepared. 

In part I, application and administration, one of the most useful 
chapters is that on penalties. In it is an explanation of what constitutes 
negligence on the tax-payer’s part. It contains also a chapter on the 
organization of the bureau and the procedures to be followed by tax- 
payers and by persons who seek to represent them before the treasury. 
A troublesome matter of procedure is the preparation of appeal papers 
and agreements between the commissioner and the taxpayer; this is ex- 
plained and illustrated. Taxpayers are told in what circumstances they 
may apply for an injunction against the collection of a tax. The author 
suggests a solution of the difficulty of reporting the exact salary or wage 
payment to each individual employe; he proposes that the regulations 
be changed .o permit the employer to report merely the name and address 
of each employe who received $1,000 or more during the year. 

In part II, income, the author discusses the difficulty of calculating 
the tax to be borne by the recipient of a bonus based on net profits after 
deduction of the income tax and refers to his formula given in his 1922 
edition. Foreign exchange is treated in detail and the important subject 
of inventories is given an entire chapter. The new topic of capital gains 
is handled in two chapters, one of which contains a chart showing 
graphically the effect of differences between prior cost and value at March 
1, 1918. Stock dividends on stock of no-par value are considered at 
length. A highly technical section, but one of value to oil and mineral 
companies, is that dealing with dividends paid from depletion reserves 
based on discovery value. 

Part III presents the subject of deductions. Fifty pages are devoted 
to specific and definite suggestions about depreciation rates and practices 
and in them one can find almost any kind of asset listed and a reasonable 
depreciation rate suggested. In another chapter occurs one of the author’s 
humorous touches, which help to make the book readable despite its en- 
cyclopedic nature. He tells of the disallowance as an expense of an 
item which was then allowed as a deductible loss. Of this hairsplitting, 
he says, “For a distinction without a difference, the foregoing takes first 
prize.” 

The author’s language is vigorous as well as lucid. In part IV, 
special classes of taxpayers, he refers to the recent epidemic of stock 
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dividends as “due to the hysterical suggestions of uninformed persons,” 
and then he discusses that expedient as a means of evading section 220. 
After the chapter on the taxation of undistributed corporate profits, the 
author includes non-resident aliens, fiduciaries, insurance companies and 
farmers. 

The book is brought to a formal close by part V, which consists of a 
chapter on the federal estate tax and one on the federal capital stock 
(excise) tax. Following these chapters is the 1921 act and an appendix 
by way of supplement to the excess-profits-tax procedure of 1921. A 
valuable feature of that supplement is the chapter on relief sections; 
application for relief must be made prior to April 1, 1923. 

This review can be summarized, perhaps, by stating that the 1923 
edition is an exceedingly useful tax manual. It is not a course of study 
for the novice, but it should be in the hands of attorneys, accountants, 
corporate officers and others who have to do with the preparation or re- 
view of returns. It can be used to the best advantage by those who have 
access to one or more of the preceding editions. 

Harotp DupLey GREELEY. 





FEDERAL INCOME TAX PROBLEMS—1922, by E. E. Rossmoonre. 
Dodd, Mead & Company, New York. Leather, 541 pages. 


There are two ways of writing commentaries on the income-tax 
laws. The first, and the customary one, is to take up the acts section by 
section, quoting the law, explaining its application, noting exceptions and 
distinctions evolved through court and treasury decisions, and perhaps 
giving practical illustrations now and then. This method is followed in 
the official treasury regulations and pre-eminently by Col. Montgomery 
in his standard work. The other method states a practical problem under 
each section of the law, gives the correct solution, and then quotes the 
section or paragraph of the law upon which the solution is based. This 
is the method followed by Mr. Rossmoore in Federal Income Tax Prob- 
lems—r1922. As an example take, 


Facts: Pros_eM 13. 


The Atlas Book Concern on December 27, 1921, declared a cash 
dividend payable December 31, 1921. Dividend checks were accordingly 
mailed on December 31, 1921, but out-of-town stockholders did not re- 
ceive their checks until early in 1922. 


Question: 

For what year do the out-of-town stockholders, reporting on the 
calendar-year basis, report as income the dividends mailed to them in 
1921 but received by them in 1922? 


Answer: 
The dividends should be reported as income in 1921. 


References: 

Sec. 201 (e) (quoted in full). 

The first method is that of the lawyer or accountant who studies the 
law as a whole. The second meets the needs of the tax-payer who has 
certain concrete, practical problems to solve in making up his return, 
and who wants the answers in as brief and authoritative form as pos- 
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sible. With the help of a good index and table of contents, he looks up 
the problems in the book which correspond to his own and finds the 
answers stated in plain terms. He is not perplexed, and perhaps led 
astray, by discussions of modifications that may have been made by court 
decisions or treasury rulings. Mr. Rossmoore has digested all that in 
advance; his answer represents—or is supposed to-represent, the latest 
official interpretation. 


While the work shows every evidence of the most careful preparation, 
it must be admitted there is some danger for the unwary reader who is not 
trained to weigh the meaning of words, or to state even in his own 
mind the exact terms of his own problems. Take the one quoted above 
for example. Many careless readers are apt to jump at the conclusion that 
any dividend cheque received early in January must be returned as in- 
come for the previous year, failing perhaps to have noticed on the ac- 
companying letter of transmissal the date when the dividend is payable. 
I think Mr. Rossmoore would have made the point clearer if he had 
added another problem with the due date changed to January 2nd. In that 
case the stockholders would return the dividend as income for 1922. Of 
course a writer cannot be expected to supply brains for his readers, but 
as this book is obviously written for the purpose of saving brainwork 
on the part of its readers it cannot be made too plain. Another point of 
weakness as compared with the usual method of treatment is that while 
the book appears to be all-comprehensive, yet, as the pile of internal 
revenue bulletins on my desk indicates, there must be a number of prob- 
lems arising since March, 1922, which are not included. This, of course, 
affects any method of treatment, but in this case it would mean that 
the reader relying on the book would be left in the lurch, or might even 
make an erroneous return based on previous practice. But this cannot 
be helped. No doubt there will be forthcoming an up-to-date edition for 
1923. 


W. H. Lawton. 





Cummings & Robinson announce the opening of branch offices 
in the Star Building, Washington, D. C. and the American Casualty 
Building, Reading, Pennsylvania. 





The surviving partners of Lawrence E. Brown of Philadelphia 
announce the continuation of their practice, retaining the organization 
and name of Lawrence E. Brown & Company. 





Naramore & Niles, Rochester, New York, announce that William 
B. Franke has been admitted to partnership and that the firm name 
hereafter will be Naramore, Niles & Co. 
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BEN MORRIS 


Ben Morris, member of the American Institute of Accountants and 
a certified public accountant of Colorado, died at the Fitzsimons general 
hospital in Denver, November 14, 1922. Mr. Morris was partner of 
the firm of Morris, Keller & Co. During the war he was commissioned 
captain in the reserve corps and was one of the first to be sent overseas 
where he remained until the close of the war. Upon his return he im- 
mediately entered the government hospital at Waynesville, North Caro- 
lina, suffering from illness caused by gas and exposure. In an endeavor 
to regain his health he was transferred from one part of the country 
to another and finally was brought to Denver shortly before his death. 





MAX TEICHMANN 


Max Teichmann, member of the American Institute of Accountants, 
certified public accountant of Maryland, died at Baltimore, December 27, 
1922. To all who have been for many years associated with the develop- 
ment of accountancy, Mr. Teichmann’s name is familiar. He was always 
interested in accounting matters both state and national, and was an 
enthusiastic supporter of everything that made for progress. 





THOMAS E. TURNER 


Advice has been received of the death at Louisville, Kentucky, of 
Thomas E, Turner, member of the American Institute of Accountants. 
Mr. Turner was one of the pioneers of the profession and was well- 
known to all members of the Institute who were in the habit of attending 
annual meetings. He was senior partner of the firm of Turner, Spencer 
& Co. 





Arthur B. Cornwall announces the dissolution of the Nassau Audit 
Company and the continuance of the practice under his own name. 





Anthony B. Manning announces the opening of an office at 154 
Nassau street, New York. 





West, Flint & Co., New York, announce that William H. West has 
now returned to practice and resumed his membership in the firm. 





Patterson, Teele & Dennis announce the opening of a branch office 
in the Continental building, Baltimore, Maryland. 





Homes & Davis, New York, announce that Theodore Phillips has 
been admitted to the firm. 





Joseph B. Deutsch announces the opening of an office at 41 East 
42nd street, New York. 





Louis J. Muehle & Co., Des Moines, Iowa, announce that the firm 
name has been changed to Muehle, Ream & McClain. 





Samuel Newberger & Co. announce the removal of their offices to 
388 Park Row, New York. 
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